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Seena Perunal Carrington
Thank you all for joining us, and | welcone you to the
Division”’s public hearings on health care cost trends. 1”m
Seena Per unal Carri ngton, Acti ng Commi ssi oner of t he

Massachusetts Division of Health Care Finance and Policy, and
chair of these hearings. I am joined today by three key
partners, Assistant Attorney GCeneral Tom O’Brien, who is also
Chief of the Health Care Division, Conmssioner Joe Mirphy from
the Division of Insurance, and Comm ssioner John Auerbach from
the Departnent of Public Health, as well as several key
officials, Chairman Sanchez, Secretary JudyAnn Bigby, Attorney

Ceneral Martha Coakl ey, and Chairnman More.

| would Iike to begin by discussing the role of the Division of
Health Care Finance and Policy for those of you who may be I|ess
famliar with our work. W collect a broad and diverse array of
data from across the Massachusetts health care |andscape. W
produce trusted, reliable analysis. Qur work already spans many

key health care issues, but we are always | ooking to explore new
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t opi cs. Think of us as a think tank, trying to denystify the
Commonwealth”s health care delivery system In order to identify
strategies to increase its efficiency. In keeping with that
m ssion, the legislature directed the Dvision in 2008 to issue
reports on health care cost trends, and to then hold public
hearings to identify strategies and determ ne the best course
forward, with action-oriented solutions. This week”s hearings

bring together an inpressive array of key health care

st akehol ders, providers, insurers, enployers, consuners, and
experts, in order to ultimtely identify long-term solutions
that will contain health care costs in the Conmonwealth. It is

ny intention, and the intention of ny partners from DO, DPH
and the Attorney General’s Office, to have these hearings
uncover different and perhaps conflicting perspectives on what’s
driving the rise in health care costs, and what can be done
both by public policy and industry practice, to contain it.
Wile there are no weasy solutions or answers to this

i ntensifying chall enges, these hearings represent an opportunity

to have frank, open discussions. Now is the time to put your
cards on the table and show your hand, or we wll never nake
pr ogr ess. For all of our sakes, | hope that the thene of next

year’s hearings are not that, once again, health care costs are

growi ng at an unsustainabl e rate.



Specifically, the hearings begin today wth a discussion of
health care <cost trends, and the factors wunderlying their
gr owt h. Over the next three days, we will dig deeper into the
chal |l enges confronting the health care delivery system W wl|
explore progress nade to date by existing public and private
efforts, and we will di scuss opportunities for further
i nnovation, wthin the framework of five topical categories.

First, variation in provider prices. Second, alternate paynent

nmet hodol ogi es. Third, health resource planning. Fourt h,
integration and care coordination. Fifth, the goal of
governnent and market in reducing health care costs. Heal t h

Care for Al jokingly refers to these hearings as health care
finance boot camp, and In a way, it is. 1 can’t help but agree.
| hope, by the end of these hearings, at the end of this week,
you | eave feeling better infornmed, feeling that your viewpoints
were heard, and feeling, nost inportantly, that we need to
collectively take action. For those of you who may have visited
the agency’s website in recent weeks, you will have noticed our
countdown clock, ticking down the days, hours, and mnutes to
the second annual hearings. For us at the Division, it started
as a way to drum up interest in what could otherw se be viewed
as a wonky affair. But over the last several days, the
countdown becane our dreaded eneny, serving as a constant

rem nder that these hearings would be soon upon us, and that we
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needed to be ready. If you go to our website now, it says the
hearings are in progress, and that is because of the tireless,
nearly Herculean efforts of nany. Notes of gratitude are
typically saved for the end, but sone traditions are better
br oken. | have the pleasure and privilege of working each day
with individuals who nmake ne feel challenged and hunbled by
their energy, commtnent, and tireless dedication to public
service. \Wile every nmenber of the D vision team played a role
in making these hearings possible, | want to specifically
acknow edge a few. St acey Eccl eston, Assistant Comm ssioner of
Heal th Research and Policy, Jordan Coriza, Director of External
Affairs, Harry [Lohr], Director of Admnistration, Steve M<Cabe,
Assi stant Conmi ssioner for Health Care Finance, Elaine CGoldman,
M chael [Genier], Leanne Hastings, [Char Kasprzak], Ariel
Klein, Alex [Ley], Janelle Liceaga, Rick [Vogel], and our
partners at the Ofice of the Attorney General. Thank you. W
wouldn’t have been here without all of your work. | also want to
t hank Bunker Hill Community College for hosting us and providing

us with such great space for this public dial ogue.

Before we begin, I will quickly review the day’s agenda. W wi ||
start today wth brief coments from several key state
of ficials. Foll owing their thoughts, we wll hear from two of

the experts who helped conduct the research analysis for the
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Division’s reports on health care cost trends. Next, we wll
hear from the Division of Insurance regarding their activities
and efforts related to Chapter 288 of the acts of 2010. W wll
then be joined by Governor Deval Patrick. After his remarks,
there will be a brief 45-minute lunch break. Both the cafeteria
and café, by the way, are located on the first floor. W wll
pronptly begin again at 1:15 wth a presentation by the
Attorney Ceneral. Her presentation wll be followed by
testinmony from the public. IT you’re interested iIn providing
comments, please sign up to do so at the registration table.
Hopefully, if we stay on schedule, we can end today before 5
P.M But these hearings, | want to enphasize, are about nore
than just listening. | encourage all of you to engage with the
ideas and information being presented. There are index cards
available in each of your folders. Please wite any questions
that you may have, and nenbers of ny team wll be walking
around. At the end of each presentation on anal ytical findings,
I will ask some of these submtted questions. At this tine,
then, 1 would like to officially begin by inviting Chairnman
Moore, whose |eadership on health care issues, has served as a

key driver for these hearings, to speak. Thank you, Chairman.



Ri chard T. Moore

Thank you very much, Commissioner. [I°m pleased to join with you
this nmorning and this opportunity to offer remarks as we in the
| egislature, and nore specifically the health care finance
commttee, continue to forge ahead with further conprehensive
reform of the delivery system Along with nmy able co-chairman,
Representative Steven Wl sh, and our colleagues on the
commttee, currently engaged in statew de hearings on House Bill
1849, an act inproving the quality of health <care and
controlling cost by reform ng health systens and paynents. This
I mportant legislation, filed by the Governor, ains to pronote
novenent toward global paynents and away from fee-for-service
provi der paynents, based on a unani nbus recommendation of the
speci al conm ssion on paynment reform The health care finance
commttee |legislative hearings, conbined with the recent reports
of your division, and the Attorney Ceneral, as well as the
ongoi ng work of the special comm ssion on provider price reform
will serve as inportant resources for us as we begin refining
what promises to be one of the most complex reforms we’ve seen
since undertaking the effort to expand access to safe,
af fordabl e, high-quality health care with the passage of Chapter

58 of the acts of 2006.



Concerns about the rising cost of health care and the essentia

need for all care to be the right care, delivered at the right
time and in the right place, arose long before the passage of
our landmark health reform Chapter 58 of the acts of 2006,

Chapter 305 of the acts of 2008, and Chapter 288 of the acts of
2010 all included major provisions ained at bending the rising
cost curve of health care costs, while sinultaneously pronoting
the safety and quality of care, and of course ensuring access to
care for nearly every resident of the Commonwealth. The next
chapter must deliver this care at the right cost. Medi cal

br eakt hroughs are occurring at a nore rapid pace than ever
before, and many of them are happening right here in the Bay
State. Wiile it’s gratifying to be on the cutting edge of
health care advancenents, those who pay for health care,
especially enployers, consuners, and tax payers, often suffer
from sticker shock when they see the bill. Qur concern turns to
outrage when we learn that there’s no direct correlation between
the cost of health care and the quality of care received. In
fact, sonetines the nost expensive health care turns out to be

subst andard or even danger ous.

As those in state governnment, stakeholders, and the public
address the need for the very reform we’re considering right now

in the Comnmttee on Health Care Financing, that discussion is
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focused on containing the rising costs, or trying to keep the
costs below the level of medical inflation. We”ve all heard the
pl eas, whether it was a young couple trying to find their infant
appropriate treatnent, or seni or citizens struggling to
prioritize needed medication or heating her home. We’ve heard
the calls from businesses, especially small businesses, and
their workers to keep premium increases to single digits. We’ve
heard the demands of angry taxpayers to put an end to budget-
busting health care costs. [1’ve heard the pleas loud and clear.
People are literally mad as hell, and they want us to do nore
than contain health care costs or bend the curve. They want us
to break the curve. They want us to cut health costs while
mai ntaining safe, high-quality care for every resident of
Massachusetts. Clearly, there can be no real value in only
seeking cost efficiencies if, by making cuts, we’re going to
jeopardize the quality of care. Arerica tried that in the
1990s, and while largely arbitrary limts on care delivery kept
costs fromgrowing as fast, those limts could not be sustained.
W can do better. The people of Mssachusetts deserve better,
and to the degree that Massachusetts may be seen as a national

nodel , every Anmerican deserves better

Any reform -- | repeat that -- any reform -- that the

| egislature ultimately nmakes to the delivery system nmust, in ny
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opinion, strive for better quality care, which should be a
conbination of inproved clinical outcones for patients, better
coordi nation of care across payers and providers, recognition of
the inpact of behavioral health and patient conpliance,
reduction of the tendency to practice defensive nedicine, and
the inplenmentation of an overall wellness strategy, to get and
keep our popul ation healthy. If this is to be our objective,
then there’s no doubt in my mind that significant cost savings
will, intim, be the result. Many who followed our past reform
efforts closely will know that addressing quality and cost are
far from new concepts, but ones that have woven common threads
t hroughout each chapter. Whether it was the establishnment of
the Quality and Cost Council, or the creation of the statew de
I nfection Prevention Program in Chapter 58, or the formation of
the eHealth Institute and the prohibition of paynents for never
events, or hospital readm ssions, in Chapter 305, inproving the
quality of health <care has consistently been our primary
objective. Qur efforts continued |ast year with the passage of
Chapter 288, which included standardized transparency neasures
for provider pricing, and an open enrollnent period for

Commonweal t h Choi ce.

The success of many of these prograns is, | believe, due in

|large part to the leadership of strongly comitted and
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know edgeable parties, |ike Senate President Therese Mirray,
who”s keenly aware of the fact that mere cost cutting iIs not a
nmeans to a quality end. Provi sions for shrinking costs, or, at
the very least, controlling them there were key parts of
earlier reforns that have been proven to work, but they nust be
nurtured and expanded. Health care cost reduction strategies,
such as the work of the Quality and Cost Council, the Physician
Tuition Assistance Program screening to prevent nore serious
heal t h consequences; academ c detailing of prescription drugs;
expansion of health information technology; deploynent of
tel ehealth systens; a strong, effective pharmaceutical marketing
ethics law, the groundbreaking best practice reports of the
Betsy Lehman Center; the publicly available reporting of the
Infection Prevention Program humane and sensitive end-of-life
care reforms; real Determnation of Need reforns; standardized
bill coding and adm nistrative sinplification; these, which are
all part of the earlier three chapters, and others, need to be
fully inplemented and consistently and adequately funded over
many years. They cannot work if we elimnate them cut their
f undi ng, or provide only limted, hal f-hearted budgetary,

| egi sl ative, and adm ni strative support.

Last year, | spoke at this very hearing and asked about the cost

of inaction when considering proposals ainmed at helping our
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smal | busi nesses. W could not afford, | said |ast year, not to
take action to nove toward affordable health care. The Governor
and the legislature took sone inportant steps in that direction.
However, there’s much more to do. We must not settle for those
initial steps, nor undermne our efforts by losing our resolve
or failing to provide necessary resources. Today, however, |
cone bearing a different question. Are we prepared to invest in
quality inprovenment to achieve paynent and provider price reform
and reduction? First, what’s the cost to governnment? The bill
filed by the Governor that’s now before the Committee on Health
Care Financing contains no specific appropriation. W& poi nted
out to the admnistration that current state resources are not
sufficient to inplenent such a nassive shift in our delivery
nodel . Last week, the admi nistration agreed that there will be
a need to increase budget support for the Division of Health
Care Finance and Policy, the Departnent of Public Health, and
the Division of Insurance, by up to $6.7 nillion and between 53-
75 additional staff anbng those agenci es. Past experience with
such estimates suggest that these wll be baseline estinates,

and are likely to growwith nore detail ed anal ysis.

Any reform nust have neaningful oversight to ensure the
integrity of inplenentation. One that includes individuals

nom nated not for their allegiance to the appointing authority,
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but for their expertise. The effort nust be inplenented by
peopl e who are specifically qualified to assune this significant
responsibility. These experts should be afforded appropriate
flexibility to ensure their reforns are free of politics and in
the best interest of the taxpayers in our particular system
Their work, especially during the five or nore transition years
needed for inplenentation of paynent and price reform nmust not
be distracted by other admnistrative responsibilities in state
government, or their work underm ned by budget cuts. Transition
to a new paynent system and pricing nodel is not only inportant
to the inprovenent of our health care system but to our entire
econony, in view of the leading role that health care plays in
our state’s economy. We cannot expect to achieve such a

significant reform of our paynent nodel and health care pricing

at a bargain rate. Such reformw Il require careful diagnosis,
ski |l ful surgery, per haps a transplant, and ext ensi ve
rehabilitation; not band-aids or placebos. There wll be a need

to invest in areas of governnent that provide oversight of the
health care system if they’re to do more than impose largely
arbitrary cost controls, such as setting limts on premum

I ncreases or rate setting of provider prices.

What is the cost to the health care systen? The notivation for

paynent and price reformis to nmake sure that patients receive
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better care. It seeks to maintain or inprove health, thus
resulting in | ower systemc costs. As many of us suspected, and
the Attorney Ceneral has now confirnmed, global paynents, or the
establishment of accountable care organizations, wll not
realize their potential savings if we do not first, and
si mul taneously, confront the issue of market influence. O
equal concern  nust be the —costs associated wth the
establishment of ACOs, especially considering the risk that’s to
be shifted from payer to provider. ACOs wll require
i nfrastructure cost, which hopefully include the expanded use of
electronic nedical records, but wll also include reinsurance
costs and data warehouses to manage clains. The adm nistration,
in its filing for the next 1115 Medicaid waiver, has suggested
that there’s a significant cost to establishing an ACO They
state that one large urban public health provider, which is well
positioned to beconme an ACO, w Il need hundreds of mllions of

dollars in supplenental Medicaid paynents to becone a successful

ACO pi | ot.

What will it cost to transition the rest of the providers into
the ACO nodel, and who will pay for this new world? WII it be
necessary to offer incentives in the form of hi gher
rei mbursenents for those who will make gl obal paynments in order

to offset the transition costs and the assunption of greater
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risk? WIIl we ask payers to share in that cost as their own
risk declines? How quickly can we expect any savings from fee-
for-service to be enjoyed by those now paying for health care?
VWhat will these new ACO entities look Iike? Can the small group
practice survive in this refined environnent? Is the ACO node

the Holy Gail of paynment reform or wll we also value and
support other paynent nethodol ogies? Mist only larger entities
have the resources to manage the risk they’ll be assuming? If
the entities will indeed be larger, either through nergers or
contractual agreenments, how does that contrast with our current
nodel, where it seens price variation relies nore on nmarket
power and reputation of the entity, as opposed to quality? |Is
bi gger necessarily better in creating ACCs? Must all health care
be provided through ACOs, or wll sone delivery nodels still
utilize fee-for-service, and how should quality outcones be
eval uated and conpensated by any nodel of care? Any thoughtfu

reform nust incorporate these inportant considerations and nake
strides in accommodati ng appropriate flexibility. I believe it’s
at least nmy contention, and | think | share this with my house
chair, what we wll attenmpt to do as we further refine the

| egi sl ati on before us.

Furthernore, | think many would agree that we currently reward

vol une over quality. Sadly, our system spends far too much care
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on health. That dynam c nust change, and success will |ikely be
achieved if the entire system nmakes sacrifices for the good of
the whole. For too long, health care, despite its not-for-profit
players, has run |like a for-profit business, which often
forfeits quality for larger margins, rarely view ng custoners
and patients as stakehol ders. Shoul d excess revenue, above what
is appropriate for not-for-profit entity, be used for excessive
salaries or major capital facilities, or for pronoting the first
kid on the block bragging rights for the |atest technol ogy, even
when it does nothing to advance patient care or neet patient
need? What reform should be considered? For starters, our
systemis too territorial. This resistance of conpetition often
limts the infusion of creativity and ingenuity, and potentially
limiting a patient’s access, and most certainly preventing our
ability to offer lower costs. Sone are resistant to change
because it mght represent a smaller market share. W can clout
for a certain sector, or force costs to dimnish. That stubborn
mindset 1is no Jlonger acceptable, and 1°m hopeful that all

st akehol ders woul d agr ee.

Secondly, insurance premuns are intended to pay for high-
quality care when 1it’s needed, not golden parachutes for
adm ni strators, whose responsibility seens to be denying clains

to reduce cost of care while increasing revenues. |nsurance
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conpani es, especially those who enjoy the public benefit of
nonprofit status, nust continue mneking strides to tighter
nmedical |oss ratios. Adm ni strative expenses should not rise
proportionally to health care spending, and billing and coding
mechani snms cannot remain overly burdensone so as to force
doctors into spending nore tine and resources filling out forns
than they do in seeing patients. Qur system is conplex enough

I honestly don’t believe that we need to artificially and

unnecessarily make it worse.

Furthernore, we know that when we can keep people healthy, the
cost of providing care can be very affordable. Instead of
consistently cutting funding for public health initiatives,
those proven to save lives and dollars, whether in state and
| ocal health agencies, or in private insurance prograns, need
i nvestment, not elimnation or physical strangulation. If our
goal is to keep people healthy as opposed to treating illness
when it arises, what better way than to prioritize prevention
and public health? Unfortunately, we’ve seen a retreat Tfrom
these priorities in recent years, primarily because of
ti ghteni ng budgets, and sonetines |ack of convincing evidence of
any return on investnent. If the paynent refornms transfer a
certain amount of risk to providers, then nedical nmalpractice

reform certainly has to be an appropriate part of this
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legislation. The more we know about mistakes when they’re made,
the nore we can do to prevent them from occurring again.
Today’s adversarial system too often fractures a patient’s faith
in the system and rarely leads to justice. If we’re to ask
physicians to assune greater responsibilities for care, we nust
provide them with flexible protections. Similarly, if we’re to
ask patients to maintain a stake in their overall well being --
I don’t know 1If that’s a signal or if 1t’s commentary on our
health care system. We’ve been operating in the dark for a long
time, and it’s time we now shed some light on health reform

t hrough paynent and provider price protection.

As | said at the outset of my remarks, we’re still in the
process of conducting statewi de hearings on this conprehensive
proposal, and have received an abundance of valuable input from
a whole host of stakeholders. Thus far, sone conclusions are
becom ng nore apparent, aside from the fact that we nust revise
our system to restore patients to its very center, wth
qualified physicians taking a stake in our overall well being.
This wll absolutely nean that the powerful dynamcs currently
at play nust change, and change dramatically. W nust pronote
real primary care, which cannot be boiled down to a single
doctor, but a carefully constructed team of highly skilled

professionals, including nurses, our allied health fields, and
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when appropriate, specialists and other ancillary conponents to
our system Reform ng the paynent nethodol ogy nust also include
a reexam nation of the scope of practice of each type of health
professional, and the creation of patient care teans that wll
I nclude the patients thensel ves. W cannot afford the status quo
in paynent and pricing nethodologies. We also can’t simply
overlay new paynment and pricing methodologies on top of the
current system Paynment and price reform has to be robust, and

it has to be neaningful.

W also need to establish a tinmetable for the steps that nust
lead to quality inprovenent and cost cutting as the goals of
payment and price reform It cannot be left to inshallah, as our
friends in the Mddle East nmight say, neaning sonme day in the
future. W& nust have a reasonable transition schedule for sone
flexibility, however, since once again, the Commonwealth wll
|l ead the nation in tackling paynent and price reform continuing
to lay the foundation for yet another piece of |andmark,
i nnovative legislation. W wll need to be able to nmake course

corrections along the way of inplenentation as well.

Price increases based solely upon market power are no |onger
acceptable, and nere cost cutting or price setting wthout

neasurable quality inprovenents is not the answer. W as
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patients deserve a better system My constituents deserve a
better system and our professionals deserve a better system
It>s my intention during this session to seek value from our
health care sector and find the best nethods to allocate the
appropriate balance between inproved quality outconme and | ower
cost through paynment and provider price reform The Conmittee
on Health Care Financing |ooks forward to the results of these
hearings this week as we draft the next chapter in Massachusetts

health care reform Thank you.

Seena Perunal Carrington

Thank you, Chairman Moore. | would now like to introduce
Chai rman Wl sh, co-chair of the Joint Commttee on Health Care

Fi nanci ng.

Steven M Wl sh

Thank you very nuch. When the lights go out, npbst people stop

talking. [1’ve heard Senator Moore give that speech underwater,
so nothing is going to phase him. I’m a little less focused
today than normal. I’m actually a consuner and a parent nore
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than a chairman today. As many of you know, we have (i naudi bl e)

sons, and one of themis back in the hospital, in the ICU so |
mean no di srespect when | speak and then | |eave. W went in on
Saturday, and we’re hopeful for a speedy recovery. It always

rem nds ne of the inportance that our health care system and our
institutions in this city play in our lives when we’re talking
about cost and we’re talking about how to cut costs. We’re
al ways renenbering the quality and that there is a patient at

the center of that, and there is a famly behind every patient.

I thought 1°d shed a little bit of light, 1 think, on the
direction that | hope the House intends to go wth the
partnership of our partners in the Senate, and a little bit nore
specifics, nmaybe, than we have in the past. | thank the
Division, the Comm ssioner, and the Attorney General for
of fering us guidance as to the direction that we need to go, and
being able to use their research and their findings to help
educate our direction. W have been around the state, as nost
of you know. The thing that | think is nost inpressive this
year is that the Governor, the Senate president, and the speaker
all agree that something is going to happen in health care, and
they all agree that 1it’s going to happen this session.

Sometimes we hear the word “urgency,” and 1 think we all agree

that sonething has to happen soon. But it is in the w sdom of
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our |eaders that they have decided that nowis the tine. In this
session, | think we will be bolder than we’ve ever been before,

and we will be more aggressive than we’ve ever been before.

As the Senate <chair nentioned, we are holding hearings
throughout the state, and we’re hearing very different things in
each area that we go. W went to Salem and we heard sonme of the
chal  enges of conpeting with the Boston teaching hospitals when
you’re so close in proximity to Boston. We’re in Boston, and we
heard from some of the providers that struggle even today anong
the appearance of they’re getting such high rates, yet still
they are trying to keep people enployed and offer the best
services they can at the best price and highest quality. Then we
just recently went out west, where we visited six providers west
of Worcester, all the way out to Geat Barrington and Lee. W
| earned about nuch different challenges. W learned, at a tine
where we hope to be able to mandate el ectronic nedical records,
we learned that there may be a challenge i1f some providers don’t
have service to the internet, or don’t have the broadband
connection that we have so long to have in the western part of
our state. There are different challenges and different
disparities that we face in each and every area that we go. As
we keep in mnd cost, and clearly, cost is the nmessage of this

week, and the focus of, | think, these hearings and the
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Governor ’s bill, although he always reminds us that quality --
and the secretary will remnd us again that quality is at the
center of that -- as we keep in mnd cost, we have to renenber
sone ot her fundanental challenges. There’s some things, 1 think,
that the committee has looked at, and 1’11 offer the themes
today that | think the conmttee has kept in mnd, and then

we”ll finish with payment.

I think the first thing that we’ve talked about is consuner
protection or patient education. As many of you know, if you go

to buy a new car, you mght go to three or four dealerships

You mght test drive the car. You mght ask for the car facts
for the car. That car mght cost you $20,000. Your health
i nsurance is $20,000 a year for life, and nost people have no

idea what they’re buying. W need to nmake sure that patients are
our partner in this, and that patients know exactly what is in
the insurance that they purchase, and exactly what they intend
to get for that. W need to ask them to be our partner, and we
need to help educate the patients that they are the nost
I nportant piece of this, that the | everage has to change so that
they are at the center, so we don’t have a repeat of the 1990s,
where patients felt as though they were being told what to do as

opposed to ask what to do. | think we start with the patient
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education piece, because it’s so Important, that reminder that

patients are at the center.

The next piece, | think, is the electronic nedical records
section that | nentioned before and the secretary nentioned. It
is inperative that if you go to any hospital or any provider in
the state today, that you are able to access your record. The
fact that we can’t do that 1i1n this technological age is
absol utely unacceptable. If | go to a hospital today, | should
not be subjected to a whole battery of tests that all of you are
going to pay for because we haven’t figured out how to access
medical records in a tinely and appropriate fashion. We’re
hopi ng that by 2015, we can neet the federal requirenent, but we
can go one step further -- that there’s interoperability among
all providers, and in addition, you as a patient own that
record. You can have access to your record any tine that you
want. |In addition to that, as the co-chair tal ked about, is the
adm nistrative sinplification that is so inportant. Wen you go
home from the doctor’s or hospital, how many different bills do
you get on that one particular visit? Eight, 10, 12? M ght be
for a $6 co-pay, am $8 co-pay, a $12 co-pay- Shouldn’t you get
one statenent that |ists exactly the services that were provided
to you at exactly the cost that they were provided? And then you

can make sure that you had those services, and you can nake sure
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that you’re paying appropriately for those services? And won’t
that save costs over the long term? We’ve asked some of our
partners in the insurance industry to help provide us wth
| anguage on administrative sinplification. 1t’s our goal that we

can save sone 15-25%in admnistrative sinplification.

Workforce developnent is a piece that Secretary Bialecki has
talked about, and i1t’s a critical, critical piece to what we do
for two reasons. One, we need to nmake sure that we have enough
primary care providers to be able to operate in this systemthat
we hope to create. Piece two is, if we begin to alter the system
in any way, we have to make sure that we don’t do anything to
affect the enploynent. Because right now, as you all are well
aware, health care is our largest enployer in the Commonwealt h.
We can nmake changes, we can save noney, but we also should be
making sure that we’re training people into new jobs, Into new
industries, to make sure that there’s no net job loss when we

make maj or changes in the system

Transparency and disclosure. 1t’s i1nexcusable right now that you
don’t know the service that i1s being provided to you at the cost
that it is. The other day at the provider price conm ssion, we
had a |long, |engthy discussion about what is the cost, what is

the price, and what is the paynent. They are very, very
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different things. It is not as sinple as walking into the
supermarket and seeing what a gallon of mlk costs, but you
should at |east have the know edge, if you walk into an office,
that you know what test you’re getting, at what cost you’re
getting it for, and what are the risks to you as a patient.
That’s absolutely iImperative information that, right now, you
can’t get in the current market. It’s not that anybody doesn’t
want to give it to you. It’s that we don’t have a system that
allows that today. As I’ve always mentioned, there’s no blame in
this. No one’s doing anything wrong. They’re only operating
under the system that we iIn government have created, so 1It’s
time to change the system and offer sone different goals and
sonme different guidance to our providers and our payers, so that
our patients and our physicians becone the center of this
mar ket. Medical mal practice, as the co-chair also nentioned, is
a smaller piece, but i1t’s a critical piece. Even a little bit of
defensive nedicine that may be going on, and the little bit of
protections that we can offer to our physicians, is going to
make sure that we keep our talented physicians in the Boston
area, and neke sure that patients can get sone answers in a
timely fashion. |If it’s necessary for there to be a settlement,
there will be a settlement that they don’t have to wait years
and years and years for, and they can begin to do sone of the

healing that’s so necessary.
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If we conme back around after |ooking at all those things, what
do we cone back to? W start with paynent and we end wth
payment. Now, we all know, there’s no one iIn this room who’s
going to suggest that fee-for-service works. There’s no one
who’s going to suggest that it doesn’t treat the sick and not
treat the healthy. So why are we still stuck in a fee-for-
service model? Why haven’t we moved to some type of a global
paynment? The challenge that | have with the reports that get
put out that |ook at gl obal payment today is they’re looking at

gl obal paynents that are overlaid on a fee-for-service nodel

If you take a paynent and you bundle it and you call it gl obal
but it still looks at the wunderlying fee-for-service nodel,
that’s right -- the Attorney GCeneral is absolutely right --

that’s not going to save money. But that’s not the system that I
think we envision in the future. W envision a system in the
future where the physician and the patient can nake decisions
about their nedical needs together. That there’s a partnership
in that, and when you are well, you will save noney. The bi ggest
question cones, how do we do this? As the Senator nentioned,
we’re still waiting for some of the things to happen that we
passed in Chapter 288. \Wat will that have on the narketpl ace?
Do we want to wait to see whether or not sonme of the business

cooperatives and the other things that we -- sone of the pilot
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programs or the commissions? | don’t think we want to wait, but
Il think we need to nmake sure that nothing that we do is in
conflict with the things that we did in Chapter 305 or Chapter
288. That they conplenent the noves that the systens already
make, and they nmake sonme acknow edgenents that the market has

noved on its own in sone direction

But we also need to nmake sure that whoever is the governing body
that oversees the next chapter of health care has the expertise
and the capacity to be able to do the things that we ask themto
do, or we’re right back where we started, with a system that
continues to be broken, that continues to reward us for being
sick as opposed to reward us for being healthy. Even health
i nsurance -- 1°m sorry, even auto insurance has figured this
out. ITf you’re a good driver, you save a little noney. Why can’t
we figure this out in health care? Wiy is there absolutely
not hing positive -- other than living longer, and I get that’s a
huge incentive -- but when you do the right thing, there is no
notivation to do the right thing in the current system There
IS no notivation to be healthy. There is no notivation to enter
a wellness program There is no notivation to take care of you
and your famly wth preventive nedicine, because right now,
you’re only rewarded, providers are only rewarded, payers are

only rewarded, when you go to the doctor’s. That isn”’t good for
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you, it’s not good for your family, and it sure as heck isn’t

good for the system

W will have a good bill this year. W applaud the
admnistration for starting this dialogue and for putting
together such a great piece. W acknowl edge the great work of
the comm ssion and the Attorney General of naking sure that they
are able to inform sone of the decisions that we need to nake.
But we need to go further. Everyone in this room can be our
partner iIn this. We’ve said many tines before -- the Senator and
| have said -- we want you to cone before us. W want you to be
our partner. W want you to offer wus ideas, creativity,
i nnovation, and |anguage. But what we don’t want you to do is
suggest that the system works and that nothing should change.
It’s going to change one way or another. It would be nuch better
ifT we can all be partners iIn that and make sure that we’re
rewarding our famlies, our friends, our |oved ones, when
they’re healthy. Thank you very much, and again, 1 apologize
for having to leave, and | w sh you great luck in the hearings

t hi s week.
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Seena Perumal Carrington

Thank you, Chairnman. I would now like to introduce Chairnman

Sanchez, Chair of the Joint Commttee on Public Health.

Jeffrey Sanchez

Good norning, everyone. Comm ssioner Carrington and nenbers of
the panel, 1 am Jeffrey Sanchez. I’m the State Representative
from the 15th Suffolk district, and 1°m also the House Chairman
of the Joint Commttee on Public Health. | want to thank you for
inviting me to today’s proceedings. | want to particularly
express ny appreciation for the work that the Division, the
Attorney Ceneral, in providing the recent reports on trends in
premum | evels, price variation, health care expenditures, and
cost drivers. 1°d also like to applaud Chairman More and ny
col | eague, Chairman Wal sh, for getting out there early on, for
engaging as hard as you have in these past few weeks. The
hearings are long, but | hear that you guys are doing a great
job listening and naking everybody feel like they’re a part of
this discussion, as well as ny constituent, Secretary JudyAnn

Bi gby, and also the Secretary of A&F, Jay Gonzal ez. Thank you so
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much for your support and all the hard work you’ve put iInto the

bill.

Over the next several days, the ugly truths of our fractured
health care delivery system are going to be laid bare. As we
have during similar investigations over the past years, we’re
going to hear the dire prognosis of health care as we know it,
and that it”s in this critical condition. Health care spendi ng,
we know, is crippling the econony, and the way care is provided
fails to address the needs of the famlies, businesses, and nost
health care providers. Private sector health care costs are
preventing our businesses from hiring enployees and forcing
enpl oyers to reduce health benefits and shift nore costs onto
their workers. Not only that, this public sector spending on
health care is (inaudible) other funding for other <critica
services, such as education, public safety, and local aid, while
also threatening to erode the gains in access to coverage

achi eved t hrough Chapter 58.

There’s one graph that | enjoy bringing out to groups throughout
my district, and even throughout the Comonwealth. 1t’s that
Mass taxpayer foundation pie chart that shows how nmuch our
health care costs were in 2000 as opposed to how much we’re

spending now. In 2000, we were spending about 20% of our costs.
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Now, we’re up to, what, 34, 35%? It’s jJust unsustainable. W
know that health care is delivered through a dysfunctional
mar ket, characterized by msaligned provider incentives that
reward volume over value; regulatory and cultural barriers to
coordinated patient care and preventative health care; prices
for services and provider paynents that vary greatly wthout
regard to differences in quality of care; conplexity of services
or the type of patient; and a lack of transparency in pricing
contracting and paynment practices that prevent anyone involved
from conparing the quality of value of health care services and
maki ng informed decisions on how, where, and from whom they

shoul d seek care.

We’ve heard the analogy of our system being a sick care system
as opposed to a wellness system W shortchange the critical
support systens that are related to comunity health and
wel | ness. Despite our best efforts to find creative solutions to
reduce the cost of care within the boundaries of our current
health system famlies and businesses and payers and public
payers have finally acknow edged that the only way to get
ourselves out of the hole that we’re iIn 1iIs to tackle the
fundanmental flaws that have led us to this point. We can’t fool
ourselves that doing nothing is an option any | onger. W have

to change our system to a system that focuses on primary care
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and pronbtes patient-centered <care coordination to reduce
fragmentation, inprove outcones, and reduce costs. W nust
pronote innovations in patient care to elimnate racial and
ethnic disparities in access to care, and provide patients the
right to care, at the right place, at the right tinme. W nust
make sure that we bridge the divide between public health and
clinical health by conmmitting to naking both sustained
I nvestnments in prevention of wellness to conplenent and support
treatment and care. Just recently, we know that our Departnent
of Public Health was affected by federal cuts. Again, it seens
that prevention of wellness is always that easy thing that we
can always cut out. It shouldn’t be that way. As we look to
changi ng paynent systens, as we |ook to changing the structura
i npedi rents along the way, we have to figure out, how do we
build conmmunity-based health principles wthin any paynent

systens that we do put together?

From the perspective of the [Chair] of Public Health, the
failure begins with a lack of enphasis on our preventative
health policies. W focused on the financial side of getting
care to the sick, to the exclusion of where we should exert our
efforts to prevent sickness and disease in the first place.
Less than 5% of all health expenditures are spent on prevention

of wellness efforts. Ast hma, heart di sease, di abetes, and ot her
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chronic illnesses are preventable and treatable, but tragically,
the incident rates for these and other chronic conditions are on
the rise across all denographics. Qur health policies have to be
aimed at curbing the effect that these conditions have on our
health and our bottom line, and there are many factors that
contribute to health and well being that fall outside of the
health care setting. Social, economc, and environnental factors
can be mtigated by strategic public health initiatives that
utilize conmunity-based interventions to achieve positive

solutions for entire popul ati on groups.

| use an exanple all the tinme about |ooking at ny community and
other comunities. Wen you drive into Jammica Plain, to the
Roxbury side, and let’s say you drive in some other communities,
you mght snell the baking of fresh bran nuffins, walking al ong
the main street business district. Well, in mne, that’s not
necessarily the case. The corner of Centre Street and Chestnut
Street in Jamaica Plain -- these coffee shops start frying pork
at 7 o’clock in the morning. Wwy? Because 1it’s culturally
relevant. In our Latin culture, weating pork, rice, neats,
starches, heavy starches -- 1t’s a part of our diet, and 1t’s
hard to break out of that. W need to nmake sure that, whatever
we do, that we figure out a way, how do we change the dynam c?

There are certain innovations, there are certain instances,
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exanples, that are out there, at a very small scale, that are
trying to make the change, to get people out, to tell them the
val ue of exercise, explain to them the value of changing diet.
But 1t’s a challenge. That’s why we have to make sure that any
preventative health policies and efforts that we have should
educate citizens on the inportance of making healthy choices,
but it has to be an integral part of any of the health care

savings initiatives that we do put together.

Wthin the health care setting, the policies of prevention can
be best served by continuing to nove forward with concepts |ike
patient-centered nedical hones, primary care nodels, and by
scaling up successful chronic disease nanagenent nodels for
specific populations that have proven to be effective in
controlling costs and inproving health outcones. In this recent
session, | filed a couple of bills relative to |ooking at ideas
that are already out there. An idea that Dr. Tim Ferris, and his
successful nodel over at Mass General Hospital that provides
enhanced <care through wutilization of nurse care nanagers,
I ntegrated into physician-based prinmary practice. Not only that,
but we have a silent storm, 1’1l say, in the work of Dr. Robert
Master and the Commonwealth Care Alliance, with a design to
delivery nodel that provides a spectrum of nedical and social

services for dual eligible beneficiaries, who are also
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physically and nentally disabled. W already have denonstrated
that these coordinated care nodels do work. They’re effective in
real i zing cost savings and have incredible quality outcones, and
their success is directly linked to the increased utilization of
non-physician clinicians -- in particular, advanced practice
nurses and physician assistants. The expanded utilization of
non- physician clinicians inproves efficiency of care, reduces
costs, frees up physicians and advanced «clinicians to
concentrate their efforts on providing care to nore conplex
patients, all wthout sacrificing patient safety or weakening

the quality of care.

Regulatory and institutional obstacles to teambased care,
i ncludi ng outdated or conflicting scope of practice regulations,
shoul d be renoved. The patient-centered nedical honme and care
coordi nation nodels also denonstrate the need to ensure snooth
integration of health information technology, especially the
electronic health care records, which I’m so happy that Chairman
Wal sh and Chairman More have nentioned today. In proof, care
coordi nati on, care transitions, per f or mance managenent ,
reporting, patient and purchaser enpowernent, and contracting
and risk managenent. As the dial ogue about paynment reform in
Massachusetts noves towards basing paynent on val ue, not vol uneg,

the issues of patient safety and quality becone even nore
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I nportant. In the committee, we’ve also focused on medical
errors and hospital -acquired infections, which waste hundreds of
mllions of dollars in Mssachusetts each year, unnecessary
costs that <can be avoided through the inplenentation of
systematic and cultural | nprovenents, such as checklists,
screenings, and other nethods. Wen errors do occur, sensible
mal practice reforns can al so reduce avoi dable health care costs.
An example 1i1s the University of Michigan’s health systems,
providing and encouraging physicians’ early disclosure to
apol ogy for mstakes and errors, or expanded peer review here,
to identify potential inprovenents to correct system failures.
There are other actions that nust be included in the discussion
of cost control and reform and that is, also, we need to
i nprove our general admnistrative and oversight capacity to
identify the structural inefficiencies in the delivery of health

care to root out wasteful spending and fraud.

W nust provide for standardized transparent data sets on
clinical outconmes, quality neasures, provider paynents, and
other information necessary to encourage the creation of value-
based i nsurance, design, and forned by conparative effectiveness
resear ch. In the last session, we were able to pass the All
Payer Cains Database legislation, which is helping us be

actually able to see who’s being paid, how they’re being paid,
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and what they’re being paid for. I understand that 1t iIs a
nmonunental task, given the anount of information that we do
receive, and making sure that we’re able to put out reports and
information that’s easy for us to understand as consumers as
well as policymakers and so on. W nust carefully nonitor both
the consolidation of health care providers into accountable care
organi zations and the inpact of paynent refornms, the safety net
providers, community health centers, and other critical health
resources, to ensure that noving forward, our efforts to reduce
ethnic, racial, and geographic disparities in access to care,

and adequately protect the interests of the health care

consuner.
| know that | shared this view with ny |egislative colleagues on
the road ahead of us, and that the road ahead of us will not be

easy. To achieve a lasting and conprehensive solution to the
probl ens plaguing our system our health care delivery system
1’d suggest to the panel and to those who appear before it that
we nust return to the principle when we enbark on health care
reform the principle of shared responsibility that led us to
successfully pass new universal coverage just five short years
ago. Much |ike expanding access to coverage, paynent and
delivery reformis a daunting challenge that will require all of

us to make difficult <choices, and, yes, sacrifice certain

37



aspects of our way of doing things that each stakehol der nay

find hard to accept. But those sacrifices can and will be offset
by the shared gains we wll all enjoy when we succeed in
bringing rational change to this dysfunctional market. | 1oo0k

forward to working with the nenbers of the panel and forging
ahead with the next steps, as well as ny legislative coll eagues
and everyone in our comunity. You are the |arge nunber of
people -- 1 know that there’s a large number of people that are
here waiting to testify, and | just want to thank you all for

your attention this norning.

Seena Perumal Carrington

Thank you, Chairman Sanchez. | know we all feel honored to live
in a comonwealth that has a legislature wth such deep
commtnent and leadership in tackling health care costs, so
thank you all again. Now I have the pleasure of introducing Dr.
JudyAnn Bigby, Secretary of the Executive Ofice of Health and

Hunan Servi ces.
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JudyAnn Bi gby

Good norning. It still is norning, right? 1°m very happy to be
here. 1 think that we all know why we are here, why we’re all
proud of the near-universal coverage that we’ve achieved in
Massachusetts, and the positive inpact. | enphasize that,
because what is the point of saying nearly everyone is covered
if we can’t indicate what the outcones are. We’ve seen what sone
of the outcones are. Mre people describe having a regular
provider. W know that nore people are getting preventive
checkups. W have many things to be proud of, but we know that
in order to sustain the success, we have to find a way to nake
sure that we continue to inprove access to care, and inprove the
quality of care and bring down health care cost. These hearings
will give us an opportunity to better understand health care
costs in Massachusetts, but nore inportantly, we’re here to
explore solutions. We know there’s no silver bullet to
controlling cost, and that is why it’s so important to hear from
mul ti ple perspectives. | want to thank the team at the Division
of Health Care Finance and Policy. They’ve done tremendous work
putting out the report and organizing these hearings so that
they will be guaranteed to be fruitful. | also want to thank the
Attorney General’s office for their partnership in this effort.

As Conmi ssioner Carrington just indicated, | want to thank
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Senator More, Representative WAl sh, and Representative Sanchez.
As you can hear fromtheir testinonies, we are very fortunate in
Massachusetts to have an inforned |egislature, and one that is
willing to take risks and say the inpossible can be done in

Massachusetts, so thank you.

There are a few things that the reports that have been posted
over the last nonth or so tell us. There are a few things that
| ’d like to highlight, however. Just in case people don’t know,
we spend nearly $37 billion annually on health care in
Massachusetts. Given that number, 1t’s no surprise that iIt’s
the nunber one player in Mssachusetts. Between 2007 and 2008,
spendi ng overall increased by nearly 5% That growth was highest
in the private nmarket, at about 6% while Medicare and Medicaid
grew |ess aggressively, with Mass Health, no surprise to the
providers, growing at only 2.8% Wat is inportant to understand
about these growths, however, is that in the private market,
spending increased largely due to increasing prices, not
utilization, but both Medicare and Mass Health spending
I ncreases were triggered into increased utilization. W do know
that over the last few years, we’ve added more than 260,000 new

people to the [rolls] in Mass Heal t h.
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Private insurance premuns continue to go up, wth snal

busi nesses seeing a faster growth of increases and paying nore
for their premuns. But as we’re paying more for premiums, what
we are seeing is that the level of benefits by private group
health insurance has declined, and nenber cost sharing has
i ncreased. Prices paid for the sane hospital inpatient services
for physician and professional services vary significantly
across the Commonweal th. For the measures that we’ve looked at
in terms of the available quality netrics, we cannot identify a
true difference in quality. However, this is not surprising,
given that nost carriers do not pay for these quality neasures.
In fact, if you look at these quality neasures, we should be
requiring that every provider neet the standard of these
neasures, because they indicate the mninum standard of care
that providers should be able to achieve for those particular
out cones and procedures. | would hate to be in a state that said
it’s OK to pay a provider less because they’re not meeting these
quality measures, as opposed to saying, why aren’t you meeting

them and you must neet them

For all of the reports that the Division has put out, it will be
no surprise to anyone that Medicaid rates are consistently | ower
than the rates paid by private payers. Medicare rates are also

lower. While nost would say that we wunderpay, there is the
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notion that perhaps sone of the private insurers overpay, and it
is the day when we can cone to agreenent about what the price
should be that we can get, | think, to the consensus about how

much under and overpaynent there would be in the market.

These findings were not surprising. They support the need to
t hi nk conprehensi vely about how to decrease cost and how to do
It now. However, we nust address nore than the cost issue if we
want to maintain access to care, inprove the quality of care

and bring down cost. It’s increasingly clear that the quality of
care -- I’m sorry, that we need to transform the health care
delivery system So rather than focusing on the price of an
adm ssion or a test or procedure, and how nany of these we are
paying for, we need to focus on processes of care and clinica

practice inprovement, and inproving quality. Now we have a
conbination of too little care delivered in sone places, and we
see disparities, or too little care delivered in the right
pl ace, such as primary care instead of the enmergency departnent.
W know that sonme are receiving too much care, or the wong
care, and not only does this drive up cost, but it is also
har nf ul . All this goes on as the cost of care to consuners

enpl oyers, and to governnent keeps going up. The answer to this
conundrum is a val ue-based system that is focused on ensuring

that individuals are getting the best value out of their health
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care dollars. A system based on value for the patients wl]l
align incentives to achieve the outcones we want, access and
quality at |ower and sustainable cost. Value in health care is
not determned by the price of one unit of care, and a quality
nmeasure that approxi mates whether an outconme for that unit of
care is acceptable. Rather, it should be determned by the
patient’s outcome of care over the full cycle of care. In order
to realize this value, we need integrated systens, and we nmnust

pay for those things that focus on integration.

W have begun to recognize this concept in the Mss Health
program wth the patient-centered nedical hone initiative. The
state, in partnership with comrercial payers, is paying primry
care providers to provide integrated preventive and prinmary
care, chronic care managenent, and care coordination. Practices
across the state are participating with the goal of inproving
outcones for common conditions, such as diabetes, asthma, and
attention deficit disorder, and to prevent unnecessary emergency
departnment visits and hospitalizations. This nodel has been
shown to both inprove the quality of care and reduce cost and
denonstrations around the country. And, | would argue, the
nodel that we use, where we agree to pay primary care providers
nore, allows them the flexibility to understand what they need

to do in their practices to achieve these inproved outcones.
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Their care coordination could be done by a comunity health
wor ker, which, right now, for the nobst part, no insurer pays
for. But this model that we’ve implemented allows them the
flexibility to use their paynents to ensure this type of
outreach to populations that mght be difficult to neet. Thi s
flexibility ensures that we’re not promoting a one-size-fits-all

appr oach.

Mass Health has also initiated an effort to provide integrated
care for individuals with serious behavioral health and nedi cal
probl ens, as denonstrated in our still-active procurenent for
nore than 300,000 Mass Health nenbers. W know that these
menbers account for 5% of our popul ation, but account for 50% of
our costs. The responders will need to propose how to ensure
that care for these individuals is integrated, and that
behavi oral health services are carved in, as opposed to being
carved out, which is the nodel that is alnost universally used
ri ght now. After decades of carving out behavioral health, we
know that i1t doesn’t work. In partnership with the federal
Centers for Medicare and Medicaid Services, we proposed a
simlar strategy for ensuring integrated care for individuals
who are duly eligible for Mdicare and Mdi caid. W estinate
that this will save about 2% of the $4 billion we spend on this

popul ation. Recently, we also released a request for information
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to provide Mass Health guidance about how to define integrated
care organizations, or ACOs, as they’re commonly referred to,
and to solicit recomendations for how the state can support the

di verse array of providers to becone ACGCs.

Al'l of these initiatives are designed to create nore integrated
delivery systems. Qur goal is to build a strong primary care
foundation that recognizes the needs of different populations,
nove to val ue-based paynents to encourage an integrated delivery
system and inprove outcones for patients. However, the
executive office cannot do this alone. Governor Patrick filed
| egislation in February that wll nove the system toward one
that is nore value-based instead of volume-based. The
Governor’s bill accomplishes this by promoting a careful and
deliberate path to changing the way health care is paid for and
delivered. This is not a radical change. WMany payers and
providers are already noving away from fee-for-service paynents,
and formng nore integrated care organizations. But as we know
from research that will be presented here in closer detail, we
need a critical mass of providers doing this, and we need better

systens of integration in order to see the inpact.

It is because this transition requires thoughtful planning, and

shoul d not take place in a haphazard manner, that the Governor’s
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bill IS SO necessary. The Governor’s Dbill guides this
transformation in five inportant ways. First, the bill gives us
the tools we need to reduce sonme health care costs right now
Transitioning to val ue-based paynents and integrated accountable
health care delivery systens wll reduce the cost of care over
time, and the bill pronotes this transformation. But it also
directs the Division of Insurance to consider provider rates and
whet her they are below or above a nedium |evel when exam ning
premumrate increases. This authority, along with the existing
authority DA has over insurance carrier premuns, wWll have an
I mmedi ate inpact on health care costs by giving us the tools we
need to ensure that health insurance prem uns do not continue to
increase sinply because sonme providers receive extraordinary
rat es. The CGovernor”s bill therefore addresses the disparities
that exist anong providers today, and ensures that as the system

transitions, we do no sinply bake in the current inequalities.

Second, the bill sets goals and deadl i nes. It is vital that we
make this transition together, and we do it deliberately and
thoughtfully. Setting a goal that is public ensures that we wll
do it. The bill sets a public goal of developing sufficient
nunbers of integrated care organizations to nmake it possible to
have an alternative to fee-for-service be the predom nant method

of paynent by 2015. It also directs state purchasers of health
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care, Mass Health, the Connector, and A C to be using these
principles by 2014. By setting goals and holding ourselves to a
tinmetable, we encourage action and innovation. Once we have
collectively announced that we’re going to do something -- not
do it sometinme in the future, not do it sonetine as tine
permts, but to do it now -- we wll wunleash a thousand
brilliant mnds to innovate and create and find better ways to

provi de care and pay for that care.

Third, the bill provides a process for establishing definitions
of alternative paynent nethodologies and mninmm standards,
under which providers may organize into ACGs, or claim that
they’re ACOs, and would like to receive these alternative
payment s. Included in this mninum standard is prinmary care as
a foundation for integration, and the need to include behavioral
health in the range of services delivered or accounted for in
the paynents. The bill also calls for standardized data
reporting quality rmeasurenent ri sk adjustnent and ot her
procedures to ensure a nore sinplified system as we nove

f or war d

Fourth, the bill notes that the inportance of ensuring that any
financial risk taken on by providers is appropriately regul ated

and that there are procedures in place to ensure that providers

a7



don’t become 1i1nsolvent due to clinical conditions of their
patients and their associated cost when they are beyond the

control of providers, and that patients are protected.

Lastly, the bill establishes a statewide health resource
pl anning authority at the Departnent of Public Health to pronote
an organized approach to further developing health care
resources in Mssachusetts. This includes the vision for what
our workforce should look like in the future. The bill includes
nunerous other provisions, including an intervention to address
physician liability, oversight of consolidation by the Attorney
Gener al . These are necessary for the success of this
transformation. | know that over the next few days, we wll hear
di verse opinions about the strength of sone of these initiatives
to control cost and inprove care. 1°m excited about what we will
| earn, and |ook forward to ensuring that as we continue to
devel op prograns and work with the legislature to produce a bill
the Governor can sign this fall, hopefully, we wll take
advantage of the wealth of information presented in these

heari ngs over the next few days. Thank you very nuch.
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Seena Perumal Carrington

Thank you, Secretary. | would now like to introduce Secretary
Jay Gonzalez from the Executive Ofice for Admnistration and

Fi nance.

Jay onzal ez

Good norning, everybody. | want to thank the Division for
hol ding these hearings on this critical topic. | wanted to

focus, as the budget guy, focus on the inpacts of all of this on

state and nunici pal budgets. | just want to start with context.
W are facing a new fiscal reality in governnent. W went, for
years, in state governnment, relying on volatile tax revenues

capital gains tax revenues, to support budgetary spending, which
basically resulted in a structural deficit, which, 1°m glad to
say, going into next year, based on the Governor’s budget and
the budgets in the House and Senate, is elimnated. The
elimnation of that takes a lot of tough decisions and forced us
to squeeze the budget in sonme ways which presents chall enges.
W al so have a new fiscal reality because of where tax revenues
are. The great recession has permanently shifted downwards our

sust ai nable |evel of tax revenues. Just to put it in
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perspective, next year’s tax revenue estimate that the budget 1is
based on is still less than five fiscal years earlier, in fisca

>08. Less than what our actual tax revenues were five years ago,
and that’s after taking into account about a billion dollars of
tax revenues resulting from the sales tax increase a few years
ago. Conpletely different world. These factors are constraining
our ability to continue to purchase health insurance through our
subsi di zed prograns and for state enployees. But our biggest
challenge is health care costs thenselves, which is why this

hearing is so inportant.

| just want to give you sone perspective on the extent of the
chal l enge for gover nirent of the cost of health care.
Representative Sanchez referred to the fact that health care
costs are eating up a bigger and bigger share of the state
budget. In 1998, fiscal 798, i1t was about 21% of all state
spendi ng. Next year, it will be about 40% of all state spendi ng.
Based on our analysis, if things just continue to go the way
they have been going, by 2020, just eight years beyond next
year, it wll be 50% of the state budget. It is crowding out
everything el se state governnent needs to do. It”’s reducing the
share of the total state budget that we give to cities and towns
to support all the critical Ilocal services they provide,

environnmental regulation. Everything else state governnent does
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I's being squeezed. We’re on a path that i1f we continue, we will
end up being -- governnment will end up doing nothing nore than
provi ding health insurance, which obviously is not an acceptable
result. It’s the sane story at the local level. Over the |ast
few years, based on sone analysis the Mass Taxpayers Foundation
has done, just about all of the property tax increases that
they’re allowed under Proposition 2.5 have gone to pay for
I ncreases in health care costs. From 2000 to 2007, the growth
in health care costs at the nmunicipal |evel has exceeded the
growh in Chapter 70 assistance the state has given to | ocal

school districts by $300 million. Even just conparing municipa

health care costs to state health care costs, where we have a
significant challenge in the gromh in state health care costs -
- at the municipal level, from 2001 to 2010, their health care
cost increases have exceeded ours by $3 billion. So this is a
huge 1issue for government, and it’s a huge challenge that 1is

daunting, but | would say not insurnountable.

We are working very hard to address these chall enges, because we
have to. Here are sone of the ways we’re doing that. Systemc
reform This is the issue that Secretary Bigby and the other
speakers have talked about, 1i1t’s the 1issue the Governor’s
| egi sl ati on addresses, to fundanentally change the way we pay

for and deliver health care in Mussachusetts. W need that
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reformin order to nake health care costs sustainable, not only
for government, but for businesses and individuals and famlies
going forward. The Governor hinself will be here later today to
talk nore about his |egislation and that reform, and why 1it’s
absolutely critical for long-term sustainability. W at the
state also need to take advantage of the large volune of health
i nsurance we purchase through our subsidized prograns and state
enpl oyee program to drive that systemc reform and innovative
changes to control cost and inprove quality in the market. W
have been noving that direction. The secretary nentioned a
number of the iInitiatives we’ve undertaken, and we 1intend, as
the Governor’s legislation calls for, to get there conpletely by
2014. But we cannot wait, based on this new fiscal reality, for
the systemic reform in order to control health care cost in
gover nment . W are taking a nunber of steps and a nunber of
initiatives right now to control our health care costs so we can
preserve not only the level of benefits we provide for the
people in those prograns, but also everything else we do in

state governnent, to the greatest extent possible.

Some examples of what we’re doing. The Health Care Connector,
whi ch provides subsidized health insurance under health care
reform for a portion of our population not eligible for WMass

Heal th under the Commonwealth Care program has inplenented an
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I nnovative procurenent strategy to try to incentivize |limted
net wor ks and ot her cost reductions by the health insurance plans
that provide coverage for that population, and that strategy has
wor ked, saving at least $80 mllion in costs next fiscal year.
The G oup Insurance Conm ssion, which provides health insurance
for state enployees, through sonme contracting approaches, and an
active reenrollnent, for the first time, requiring every state
enpl oyee to reenroll, and through incentives we provide to state
enpl oyees to enroll in limted network plans that reduce costs
for them and for us, has proven to be successful. N nety-nine

percent of state enployees reenrolled. W now have about 30% of

state enployees enrolled in limted network plans, which is
going to save the state $30 million next fiscal year. A great
result.

Secretary Bigby mentioned steps we’re taking in the Mass Health
program through the innovative procurenent there to nove in an
aggressive way to a coordinated care nodel, particularly for
those enrollees who are our nost expensive, highest-utilizing
nmenbers. On the municipal front, we are on the verge of enacting
muni ci pal health insurance reform which wll give nunicipal
managers the tools to drive down health insurance costs, and
save tens of mllions of dollars now to be used to preserve

critical local services, while at the same tine ensuring that
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muni ci pal enpl oyees who depend on those insurance plans have a
meani ngful voice in how to get to that result. So a |lot of very
exciting cost-control steps that are going to nmake an enornobus

difference as we go into next fiscal year.

I just want to end by making clear, in case | haven’t already,
health care costs, and the growh trend in health care costs,
threaten the very viability of government. Everything governnent
does is threatened if we do not address this chall enge. W have
to. It’s not an option. 1’m glad to say we are doing it, and
we’ve had some success already. We’re doing things differently,
because we have to do things differently, and I1°m optimistic,
based on the results we’ve seen and the commitment, not only of
the Governor and the admi nistration, but the |egislature and all
the other stakeholders who are here today, to fundanentally
change the way we pay for and deliver health care services in
Massachusetts to bring down costs and inprove quality; that we
will get to that point where our health care costs are

sust ai nabl e, and governnent remains viable. Thank you very nuch.
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Seena Perumal Carrington

Thank you, Secretary. The Governor has clearly articulated that
containing health care costs is one of his key priorities, if
not his nunber one priority, and both Secretary Bigby and
Secretary Gonzalez articulated sone of the ways in which
government and the admnistration is trying to address this
intensifying challenge. Last but not least, | would like to
i ntroduce Inspector General Geg Sullivan to provide a few

remarks. Thank you.

Gregory W Sullivan

Good norning. Thank you for giving nme the opportunity to offer
sone thoughts from the perspective of the Inspector General’s
office. 1°d like to use this opportunity to nake two central
points. First, | want to advocate strongly for passage of the
essential elements of Governor Patrick®’s health reform
| egislation, and specifically for expeditious passage of the
pr oposal to enhance and expand the regulatory oversight
authority of the Division of Insurance and the Departnent of the
Attorney General over health care insurers and providers.

Secondly, I want to reiterate my office’s longstanding position,
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that attenpting to transform our health care delivery system to
an all-ACO system without first putting in place such effective
regul atory oversight wll [likely exacerbate our health care

crisis -- our health cost crisis.

Most of the efforts to contain private health insurance costs in
Massachusetts have focused on creating accountable care
organi zations and rei nbursing providers through a gl obal paynent
nmet hodol ogy. In COctober of 2009, | testified before the
legislature’s Joint Committee on Health Care Financing, and
reconmended that a global paynment ACO structure include review
and approval of capitated gl obal paynent rates by the governnent
in order to contain costs. In March of this year, ny office
i ssued a report that exam ned the Blue Cross Blue Shield globa

paynment contract, known as the alternative quality contract,

AQC. It estimated that increases in reinbursenents to providers

over the five-year term of an AQC contract would be in the 50%

range.
| want to talk about that for a mnute. | nmade public coments
to the effect that | believe that nmany people have been

nmesnmerized by this so-called AQC nethodol ogy of global paynment
met hodol ogy, because it would reduce the rate of increase from

11-12% at the beginning of the contract to about half of that at
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the end of the contract. By virtue of this, it is called
reducing the cost of health care. However, if you take those
rates of increase, conpound it over the five-year period, they
add up to a guaranteed 50% increase in rates over five years.
Wen the health reform act passed, Chapter 58, the average
famly health insurance plan in Massachusetts cost approximately
$11, 000. Today, the average famly health insurance plan costs
approxi mately $17,000, an increase of nore than 50% I|f you add
to that level another increase of 50% above that base, five
years from now, the average famly health insurance plan in
Massachusetts will cost $25,000. That is a shocking nunber to
think about. It would nean that a person working 40 hours a week
woul d be paying about $12 an hour out of his pocket, just for
heal t h i nsurance. My concern all along has been this: the gl obal
paynment structure by itself does not inherently contain costs.
The proven econon c advantages of global paynent structure can
be offset and overshadowed by global paynent contracts that
refl ect excessive concentration of mar ket power ,
di sproportionate pricing structures, and lack of conpetitive

f ai r ness.

Later today, Attorney Ceneral Martha Coakley w |l be discussing
her recent report. 1 think that it’s one of the most iImportant

reports in the last 20 years in Mssachusetts, and one that we
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should all study very carefully. W have, at the Inspector
General’s office, and we feel that we can strongly say that the
conclusions that she has reached, and her staff and Tom O’Brien
and her team have put together, are profoundly inportant and
shoul d becone a central way of view ng any |egislation. Wat can
be done to address the problens identified in that report? The
Governor has asked the legislature for inportant tools that |
believe are necessary to address the crisis in the private
mar ket. Specifically, he asked that the powers of the Division
of I nsurance be broadened to allow the Comm ssioner of |nsurance
to set maxi mum increases in provider reinbursenent rates, and to
al l ow those maxinmum i ncreases to vary by categories of contracts
or providers. He’s also proposed an expansion of the authority
of the Attorney GCeneral, to protect the interests of the

consuners and guard agai nst unfair conpetition.

| am perhaps one of the nost ardent supporters of this
legislation, and 1°m spending most of my time trying to advocate
for its passage. W are in a dire crisis, and we have very
little time to act. | have raised the concern about rates in a
letter to Governor Patrick recently, with the concern that major
insurers and providers are negotiating today |long-term contracts
early to get ahead of the |legislation. Governor Patrick

responded to ne and said, any entity that thinks it can beat the
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clock by locking in cost increases now to pass along to
consuners later is mstaken. The Division of Insurance plays a
critical role in Mssachusetts regulation. In the recent past,
our autonobile insurance rates have declined. We’ve done this by
a conbination of careful, diligent, prudent review, conbined
with nore open narket practices. This has been a successful
formula, and | think that it can be utilized and applied in the
health care field. | strongly support the Governor’s proposals
and ask the legislature to enact them |If the |egislature needs
additional time to reflect on the nmany other aspects of the
bill, including system redesign and conversion to an all-ACO
system in Massachusetts, that would be nore than reasonable to

take that tine.

| want to stress today what | consider to be an option that they
should, in nmy opinion, utilize. That is to break out of the bil

the sections that pertain to the increased regulatory authority
of the Division of Insurance and the Departnment of the Attorney
General. | would guess that had this expanded authority of the
Division of Insurance been passed two years ago, the prem um
health insurance rates in Mssachusetts would be substantially
less today than they are. It’s going to take time for the
Division of Insurance to ranp up and becone conpetent to fulfil

this function, as the Attorney GCeneral’s office has already
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denonstr at ed, in this report and in prior reports, the
conpetency of the Attorney GCeneral’s office. These are two
entities in which we can have (reat conpetence. WMany people
don’t think about the Department of the Attorney General as
being involved in economcs and the health care industry, but

they are involved in the economcs and the insurance industry,

and they’ve done an excellent job. | think the work that you
will hear this afternoon will show the |evel of conpetency that
t hey have been able to denonstrate. | strongly support Governor

Patrick’s bill, and | urge the legislature to take action as
soon as possible to enmpower those two inportant agencies, the
Division of Insurance and the Departnent of the Attorney
General, to take action as soon as possible to try to bring
these costs under control. Thank you for the opportunity to

testify today. | appreciate it very nuch.

Seena Perunmal Carrington

Thank you, Inspector Ceneral. W will now actually turn to two
of the expert consultants who assisted the Division in their
anal ysis of healthcare expenditures and premum trends. We’re
fortunate to have Dianna Welch and Deborah Chollet here with us

today. 1 believe Dianna’s going first. As | had nentioned at the
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beginning, if you do have any questions for the presenters,
there are index <cards in vyour folders. Please wite your
guestions down there, and then there will be nmenbers of ny team
walking around who will collect those, and we’ll ask some of

t hose questions today. Thank you.

Di anna K. Wl ch

Thank you. Good norning. 1°m going to spend a few minutes
wal ki ng through the premumtrend analysis that we performed for
the Division. Qur analysis focused on the years from 2007 to
2009. That was the year where we primarily had the nost detail ed
data fromthe carriers. The source of our data was detail ed data
from the commercial health carriers in Mssachusetts. CQur
anal ysis covered enrollee denographics in Mssachusetts, trends
in the premuns paid by enployers and consuners for health
i nsurance, nedical expenses and retention included in those
prem umns. W also supplenented the results, where we could

with published financial statenent data from 2010 and sone data

fromthe carriers.

What we found was that adjusted prem uns increased by about 5-

10% over the study period. By adjusted premuns, | nean that
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t hese have been adjusted to back out the inpact of enployers and
consuners buying down their benefits to try to mtigate their
prem um increases. These premum trends, conpared to general
inflation trends [of] roughly 2% One thing 1’1l point out on
the slide -- if you look in the table on the top, which is the
unadj usted prem um trends, or what the consunmers actually saw
their premuns increase after changes in their benefits, the
small groups from 2008 to 2009 had prem um increases of 2.2%
This is conpared to the adjusted prem unms, which back out those
benefit buy downs of 9.5% This is a very |large benefit buy down
that we saw in the small group market in 2009, nuch bigger than

we saw in the other markets, or in the previous year.

To show a little bit nore about the benefit buy down in the
smal |l group market, this shows the percentage of nenbers that
were in a given actuarial value range, where actuarial value is
a neasure of the richness of a benefit plan. You can see the
sort of royal blue color line are the nenbers that had actuari al
values of less than .7, so this was the | owest |evel of coverage
that we saw in the analysis. You can see how that blue line
starts very low in the beginning of 2007, on the l|eft side of
the graph, and by the end of 2009, it becones about 50% of the
menbers in the small group market. So significant buy downs in

the market over these two years. The buy down was about 3.6%
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from 2007 to 2008, and 6.6% from 2008 to 2009, neaning that nore
and nore of the nenbers in the small group nmarket are now

approachi ng that mni mum credi bl e coverage | evel of benefits.

Smal|l group premuns, when adjusted to consistent denographics
and benefit levels as the mdsize and large group narkets, the
premium | evels were higher for snmall groups in the three years
that we studied. It’s also important to note that these numbers
here are averages across the entire market. What we’ll see in a
couple of slides is that there is a very significant variation
fromgroup to group in the small group market. The higher snal

group premuns were driven predomnantly by higher clains
expenses. These are these adjusted premunms, so again, on
consi stent denographics and benefits, small groups had both
hi gher clains as well as higher retention, which is the portion
of the premum that <carriers mintain to pay for their
adm ni strative expenses, as well as a contribution to surplus or
profit. What we saw was, in 2007 and 2008, the small groups
paid about 120% of what a large group would pay toward that
retention conponent of the premum while in 2009, that anount
rose to 141%. Just one thing 1 will point out, that’s based on
the actual results that were experienced by the carriers, and
not necessarily what they were pricing to, but what actually

energed after all of the clains were paid.
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Again, the previous slide is focused on the averages. This slide
is showing nore of the variation in the premum rate increases.
This is show ng groups that renewed in cal endar year 2009, and
the quoted rate increases that they received, neaning that when
their renewal cane up, they were sent a renewal notice by the
carrier, quoted a rate, assumng essentially no change in the
benefits that they would pay. These anounts do include any kind
of changes in denographics that may have occurred in the group

since the prior renewal.

The lines on the chart here, the ones with the circles on the
lines, those are the md-sized groups, so groups that have 51-
499 enpl oyees, while the lines that do not have the circles on
them those are the small group market. So kind of right in the
center of the graph, roughly 25% of group nenbers in all of
these group sizes had renewal rate increases quoted in the range
of about 10-15% What you can see is, if you ook to the |left of
that, those groups that were nore likely to have a |ower
I ncrease than the 5-10% anpbunt were the md-sized groups,
whereas the smaller groups were much nore likely to be on the
right side of that chart, receiving quoted rate increases that

coul d have been in excess of 35%
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Medical loss ratios also increased in 2009. From 2007 to 2009

they increased from 88% to 91% wth loss ratios being greatest
in the individual and small group markets. The result of this
financial experience in 2009 was financial |osses for the
carriers overall, across all comrercial business, as opposed to
what they priced for in the premuns, was to have roughly 25% of
that retention conponent of the premium intended to be for
surplus for not-for-profit conpani es  or for for-profit
conpani es. Now, we do have sonme prelimnary data from 2010,
which shows a decrease in the nedical loss ratio, decreasing
from 90.5% in 2009 to 89.4% in 2010. This, after several years
of increasing loss ratios. This brought the market back to a
br eakeven point. Rat her than having financial |osses in total
across the conmercial market, there was a breakeven, so no
profit or loss for the carriers in aggregate. The decrease in
the loss ratios from 2009 to 2010 appear to be largely based on
a slowng trend in nedical expenditures, both Ilocally and
nationally. You can see here, in 2008 and 2009, the clains
expenditures increased per nenber, per nonth by about 6.3%
while, in 2010, expenditures increased by only 3.7% These
expenditures are after any kind of changes in cost sharing, so
they would reflect if the nmenbers are paying higher anounts of
co-pays or deductibles or cost sharing. However, we have seen

nationally, and also in the witten testinony fromthe carriers,
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the trends were, in fact, lower in 2010, aside from reductions

in benefits.

Now to the premumin 2010. This is a simlar chart to one that
we |ooked at a few slides ago, although this is showing the
quoted rate increases for the first quarter of 2010. First
quarter 2010 was the last quarter for which detailed data was
avail able at the tine that we were requesting the data for this
analysis, and it also precedes the increased authority of the
Division of Insurance to review rate increases. Wiat you can see
here is the lines with the dots on them those m dsize enployer
rate increases, would look very quite simlar to the previous
chart that we saw for 2009. On the other hand, the small group
rate increases sort of grading down, wth fewer and fewer
menbers at those higher rate increases. W saw that quite a few
menbers, 10% or nore of the small group nenbers, are still in
those areas of rate increase that are quite high, including
those that are greater than 35% clearly showing that into the
beginning of 2010, the premuns did continue to outpace
inflation by a significant margin. Wth that, | wll turn it

over to Debor ah.
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Debor ah Chol | et

Good norning. 1°m going to talk this morning about the health
care cost conponent that D anna Wl ch nentioned underlay nuch of
the increase in premuns, especially in 2009. The information
that [1°m presenting is drawn from an analysis of health
i nsurance clainms, both private insurance clains, Medicare
clainms, and Mass Health clains. W were able to |ook at private
insurance clainms in three years, 2007, 8, and 9, and therefore
we have two years of growh to observe in the private pay area.
For Medicare and for Mass Health, those data were available in
time for this study only for 2007 and 2008. So nuch of the
di scussion around growh wll conpare private pay to Mdicare
and Mass Health in the 2007, 2008 change, and then we’ll look at

what happened to private pay in 2009.

These three payers are not the only payers for health care
services. There certainly are many other Kkinds of health care
services, especially for health care professionals that are not
covered by insurance plans that garner paynent and that the
federal national health insurance expenditure accounts. For
exanple, wth considered health care spending. We’re looking
only at insurance spending and spending in conprehensive

coverage for health care services. We’re looking at the three
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big payers: private insurance, Mdicare, and Mss Health.
Looking only at these three payers, the single |argest sector is
private insurance, and therefore what private insurance does
certainly drives a lot of total health care spending anong those
three payers, but Medicare and Mass Health are obviously also
very inportant. They are not coordinated with one another, but
the public payers overall represent nore than half of health
care spending in Mssachusetts, in insured, conprehensive

arrangenents.

The growth in health care spending, and this includes, by the
way, not only the paynents made by these large third-party
payers, but also the cost sharing that patients pay when they
use health care services. These paynments grew very rapidly over
a period of time iIn which Massachusetts’s economy was, |ike the
nation, in recession. W observed fast growh, alnost 6% in
private insurance paynents, per nenber year, and alnost 5% for
Medi care as well. Mass Health expenditures grew nore slowy
than either of the other two, but even Mass Health expenditures
grew faster than the Massachusetts econony. W see a dramatic
I ncrease in private pay spending from 2007 to 2008, over 10% per
menber year that year, while the Mssachusetts econony actually
shrank. That gives you an idea of the nagnitude of some of the

I ssues that you have heard about already this norning.
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This slide shows you not only the change in spending -- the
grow h rate in spending per nmenber year by the kind of payer, by
these three major payers, but also by major payer group. It
gives you an idea of the conplexity of taking these expenditure
patterns apart and |ooking at who is spending what and how they
align across payers. Overall, outpatient care and professiona
services drove aggregate spending growth in 2008. This was the
story last year as well. Qutpatient hospital care and paynents
for physician and professional services drove the majority of
spendi ng grom h when we did the sanme kind of analysis |ast year.
Private payers paid nore -- the growmh in private paynents was
greater than the growh in Medicare paynments or in Mdicaid
paynments for all of these service areas, except for prescription
drugs. The private payers -- the growh in paynents from 2007 to
2008 was over 10% for outpatient care, and 9.2% for professional
services. Mdicare spent substantially nore also for outpatient
and hospital care from 2007 to 2008, but the rate of growth was
much |l ess than for private pay. Mass Health also spent nore for
prof essional services in 2007 to 2008, but again, less than the
gromh in paynent per nenber year for private payers. The
shrinking of expenditures for prescription drugs from 2007 to
2008 was largely due to a drop in utilization, probably related

to changes in insurance coverage for prescription drugs and
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private policies. The large growh in paynent for prescription
drugs by Medicare was largely related to the phasing in of

Medi care part D,

This slide gives you an idea of what happened to private
I nsurance paynments by service type, not only in 2007 to 2008,

which you’ve jJust seen, but what happened then from 2008 to
2009, the growh that occurred in that last year. Wile the
private payers sustained a much higher rate of growh than the
public payers from 2007 to 2008, that bunped up trenendously in
2009. Inpatient hospital care bunped up 10% but the big
drivers, again, were the hospital outpatient and professional

services. The growmh in spending for those tw service
categories explained 84% of the total growmh in private
I nsurance spending from 2008 to 2009. That said, that 10.3%
growh rate for inpatient care is problematic. It’s just not of
the magnitude of the other two service categories in explaining

the total increase in spending from 2008 to 2009.

The outpatient spending growh that we observed from 2007
through 2009 in both years relates disproportionately to care
received in outpatient departnents of Boston area tertiary care
hospitals. The blue bar in this slide shows you the percent of

total spending in 2009, and the green bar shows you the percent
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of the anmount of spending change, the percent of total spending
change, that those hospitals accounted for. Wile Boston area
tertiary care hospitals accounted for 35% of total spending in
2009, they accounted for 42% of the growh in spending from 2007
to 2009. Specialty area hospitals also were -- spending in those
hospitals grew disproportionately fast. They accounted for 11%
of total spending, but 16% of total spending growh. The
hospitals that represent a disproportionately small anount of
the spending growh, you see at the bottom of this chart, which

are community hospitals outside the Boston nedical area.

For professional services, we’ve seen most of the increase in
spending related to where nost of the spending now occurs. This
chart gives you, again, the percent of professional services
spending in 2009, in the blue bar, and then the rate of growth
in the green bar. Specialty physicians account for about 46% of
total spending for physician and professional services in 2009,
and the growh rate was 10.1% from 2008 to 2009. That’s where
nost of the growth in total spending went, to pay for physician
specialty services. W also saw a relatively high rate of growh
In spending for other professional services, but as you see,
they’re still a relatively small proportion of total spending in
that category. Inpatient spending was -- we |ooked at inpatient

spending in particular because of that bunp up in the
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expendi tures per nenber year for inpatient spending, from 2008
to 2009. Much of the growh in that category related to
increases in adm ssions for nedical stays, not surgical stays,
where the growth rate in spending per nmenber year was 13.5% from
2008 to 2009. You’ll see that behavioral health spending grew
very, very fast from 2007 to 2008, alnost 50% i ncrease, related
|l argely to changes in federal and state |aw around nental health
parity. That dropped down a bit from 2008 to 2009, and it may
actually drop down a bit further in subsequent years. But that
| ast category, despite the alarmngly high rate of growh, is
still only 2% of total spending. It’s not the |argest category.
The largest categories are surgical and nedical, and the high
rate of growth per nenber year spending, per nedical adm ssions

is probably where attention should be focused.

The increase in spending for inpatient care, as | said, wth
respect to outpatient services, relates largely to Boston area
tertiary care hospitals. The increase in spending for inpatient
care also relates disproportionately to those hospitals, sinply
because they represent where nost of the care is obtained in
Massachusetts. For private payers, if you add the tertiary care
slice, in the upper Ileft hand corner of the pie, wth the
specialty care slice, you will see that two-thirds of inpatient

hospital care in Massachusetts is provided in tertiary care
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hospitals. Again, when you are |ooking for where the cost
i ncreases -- from where they stem, they’re going to stem largely

from changes in cost in those hospitals.

W took a look at what was driving this growh pattern.
Clearly, when you see an increase in the cost of anything, and
including the cost of health care, several things can drive it.
It can be volunme. Mre services are being provided. It can be
the price that each provider is charging. It can be a change in
the service mx, the kinds of services that are being used. It
can be, given the variation in pricing that you will hear about
over the next few days, and have heard about already, it can be
sinply a redistribution anong providers, because different
providers are charging very different prices for the sane
service. W parsed all of those factors out to try to understand
what was actually driving increased spending per nenber year.
For private payers, it was largely higher prices. Al of the
growh, in effect, in inpatient hospital spending, in both 2008
and 2009, related to higher prices. This is not a novenent. As
| said, this is not a novenent of patients anong different
hospitals. That was actually very stable. It was not a change in
the service mx towards nore conplex services, or higher-cost
services. Those were largely stable. Wwen you look at an

increase in the total cost of inpatient services, you are
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largely looking sinply at what we are calling a pure price
increase for inpatient care. About half of the increase in
spending for hospital outpatient care in 2008, and, in effect,
all of the increase in 2009, was again related to that pure
price effect. Not a change in the mx of services, not a change
in the location of services; sinply an increase in the price

that was charged for the sanme service.

Prof essi onal spending was a little nore conplicated, but again,

price was the largest driver there, explaining three quarters to
al rost 90% of the increase in spending in 2008 and 2009. Ve
al so saw price driving other service areas, in particular for

branded prescription drugs. From 2007 to 2008, price was a very
| arge driver. For generic drugs, we saw increases of about 2% in
price. For the branded drugs, we saw increases in excess of 10%
on average across that service category. Also, spending for

diagnostic 1imaging services, you’ll see in the report on the
Division”s website separate analyses for those. Again, price
was largely the source of the increase in spending for those
services. For Medicare and Mass Health, price was nuch |less of a
driver. These are, if you will, admnistered price systens. In
the increases we saw for those payers related as nuch, if not

nore, to changes in utilization as to changes in price.
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For Medicare growh in spending for outpatient hospital care and
prof essional services, it was nostly or entirely due to greater
service use, not to increases in price. For inpatient care in
Medi care, there was an increase in the amount of services that
were used, but the growmh in total spending for those services
was nhot |ike the growmh in total spending in the private pay
sector. | should say also that for Medicare and Mass Health, we
did not do that price dis-aggregation, so we’re really looking
here at the volume of services provided and the paynments per
provi ded service. So for Medicare, the change in the spending
per inpatient adm ssion could relate to changes in the service
m x for that population as the Medicare population in particular
ages. For Mass Health, the spending for outpatient care actually
declined as service use declined in that sector, and the growth
i n professional services spending for Mass Health related not to
an increase in spending per service, but entirely to an increase
in the nunber of services used as Mass Health introduced new
popul ations into coverage over that period of tinme. So the
stories are very, very different for private pay and for public
pay. We are hopeful that the report will give you a place to

start thinking about these issues. Thank you.
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Seena Perumal Carrington

Thank you, Deborah. Thank you, Dianna. 1’1l ask now a few of the
gquestions submtted by the audience nenbers. You nentioned
clains expenditures trended downward in 2010. Do you have any

i nsight into why that occurred? Either of you

D anna K. Wl ch

I think what we’ve seen nationally, and one thing |I can point to
would be just the flu season, for exanple, being |ess severe
than it had been in 2009, so that would result in a [ower claim
trend. | would al so probably point people to some of the witten
testimony by the <carrier. Sone of them had very specific
initiatives that they took on, either in pharnmacy cost
mtigation or just Jlower increases to providers that they

pointed to as sone of the reasons for them

Seena Perunal Carrington

Thank you. Last year’s report on trends in private plans showed

a large increase in high-deductible plans, 1,000+, from |ess
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than 4% in 2006 to 11% in 2008. \What happened to enrollnent in

hi gh- deducti bl e plans in 2009?

Di anna K. Wl ch

They definitely increased. 1 don’t have hard numbers in front of
me, but the graph that | showed that showed the actuarial value,
those actuarial values that are in the |lower ranges, like the
.65 to the .7, or even the .7 to .8, that’s where the higher
deducti ble plans are. Wen you see the small groups trending up
very quickly into that .65 to .7 actuarial value range, that’s
showing a lot nore nmenbers going into those higher deductible
products, at least in the small group market. | would suspect
that a simlar thing is going on in the mdsize and |arge group
mar kets, since we did see the overall actuarial value decrease.
It jJust didn’t decrease quite as quickly or as sharply as it did

in the small group market.
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Seena Perumal Carri ngton

It seenms the majority of these questions are for you, D anna.
How much of the 10.3% increase in private payer spending was

related to cost sharing?

Di anna K. Wl ch

I’m sorry, I’m not sure I know what the 10.3 references.

Seena Perumal Carrington

| think it nust have been the -- was it the increase from 2009
in private payer spending? How nuch of that was related to cost

shari ng?

Debor ah Chol | et

| think, in a sense, you may be asking how nuch of the 10.3
increase was Increase cost sharing, and actually 1 don’t have

that nunber in front of nme. I don”t imagine that it was a mnuch
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| arger share in 2009 than it was in 2008, essentially, but | can
take a |l ook at our nunbers and get back to you on that if you

need to know.

Seena Perumal Carrington

Lastly, why are the clains higher for small groups?

Di anna K. Wl ch

| can only speculate. We don’t have data that would tell wus
exactly why they are. What people will often point to is a
little nore potential for adverse selection in the small group
market. In the large group market, where contributions tend to
be higher fromthe enployers, you often get a nuch broader cross
section of risk, because even those |lower-risk enployees see
value in taking the insurance, because it is nore heavily
subsidi zed by the enployer, whereas, at tines, in the small
group market, the contribution from the enployer my not be as
hi gh. The enpl oyer nay have either close enployees or their own
health needs that drive a health purchase decision. There can be

nore adverse selection in the small group market.
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Seena Perunal Carrington

Thank you once again, Deborah and D anna, for your assistance in
produci ng these analytical reports on behalf of the D vision of
Health Care Finance and Policy. | now want to turn to
Comm ssi oner Joe Murphy from the Division of |Insurance, who wl|
provide a review of their analysis, as well as activities
related to Chapter 288. | also want to recogni ze Undersecretary
of Consuner Affairs, Barbara Anthony, who just joined us. Thank

you.

Joseph Mur phy

Good norning. Thank you for having ne here today. 1°m joined at
ny place on the panel by Kevin Beagan, who is our Deputy
Comm ssioner and heads up our health care access wunit. As
reflected in recent Division of Insurance and Division of Health
Care Finance and Policy reports, health 1insurance prem um
increases here in the Comonwealth continue to outpace
inflation. Despite this increase in prem uns, nore Massachusetts

resi dents have insurance coverage than ever before, as a result

80



of our landmark health insurance reform legislation in 2006.
Division of Health Care Finance and Policy premumtrend reports
have illustrated that premuns are rising for all individuals
and enployers, arguably at |evels beyond the affordability of
many Massachusetts residents. Admnistrative costs are rising,
and are higher per person for snmall groups and individuals.
They fluctuate from year to year, wth new investnments in
spending. They are a declining portion of total prem um dollars,
as neasured by nedical loss ratios, as total health care dollars
have grown. Medical loss ratios are increasing, except for a
slight decline in calendar year 2010. The Division of Health
Care Finance and Policy health trend reports have illustrated
that health expenditures have risen dramatically since 2002.
Private payers are being expected to pay higher service prices
for certain services to nake up for shortfalls from public payer
rates of reinbursement. Uilization has increased for many
outpatient services. Consuners are receiving nore care from

hi gher cost providers.

Over the past 20 nonths, the D vision of I|nsurance has devoted
significant resources to investigating the causes of these
premium increases. It has «collaborated wth our colleagues
t hroughout governnment and in the industry to address sone of the

I ssues contributing to these increases. In February of 2010,
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sessions we held at the Division last fall on the appropriate
way to inplenment this law, the Division pronulgated anended
regul ations on April 1st of this year. These regulations require
health carriers to file their proposed rates at |east 90 days
prior to their proposed effective date. Pursuant to Chapter 288
and this anmended regulation, the Division wll presunptively
di sapprove small group rates if the projected nmedical loss ratio
for the small group products is less than 88% in 2011, or 90%in
2012. The standard reverts to the federal nmedical loss ratio
standard in 2013. W will presunptively disapprove rates also if
the contribution to surplus, or profit loading, is greater than
1.9% or if the admnistrative expense |oading increases by nore
than nedical CPI for the northeast region. The Division wll
al so disapprove snall group rates if the benefits are
unreasonable in relation to the rates charged, if the rates are
excessive, inadequate, or unfairly discrimnatory, or if they do

not otherw se conply with I egal or regul atory requirenents.

By regulation, the Division required that July 1st, 2011 rates
also snooth rate factors to reduce the relative inpact when
employers” covered members get older, and also 1mplemented a
rate bumper that limited changes in an employer group’s employee
census to inpact rates by no greater than 15% Chapter 288

further addresses open enrollnment issues that led to abuses in
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coverage for those who would buy coverage only when they needed
nmedi cal procedures, and drop coverage when they did not. Under
recently promul gated division regulations, health carriers that
intend to offer limted or tiered network products are required
to follow certain procedures to notify providers about the
products and give themthe right to opt out of participation in
a product before it is filed for approval at the D vision of
I nsurance. As these products have been popular in many other
states, but not, to a large extent, here in Massachusetts,
health carriers are to take steps to use appropriate consumer
di sclosures and marketing materials, enrollnent applications,
provider directories, ID cards, and summary materials, to inform
consuners who do purchase these |imted network products that
the network of providers is not the sanme as avail able under the
general network product, and about the process they use to tier
t hese products. Small group health carriers that cover nore
than 5,000 eligible small enployers or individuals are required
to offer limted or tiered network products to eligible
individuals and small enployers in the largest netropolitan
region in the carrier service area, that cost at |least 12% | ess
than the carrier’s most actuarially similar non-limted, non-
tiered network product. These products are to be available for

offer in the fall of 2011
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Chapter 288 of the acts of 2010 anended a | ongstandi ng provision
in the Mssachusetts market for small group health coverage.
This provision prohibited small enployers from joining together
to negotiate rates wth carriers. The Division recently
pronul gated regulations that facilitate the creation of up to
six group purchasing cooperatives that can offer coverage to
menbers of qualified associations that have contracted with the
cooperative. Between August 1st and August 15th of this year,
organi zations which would like to apply to be a snall group
pur chasi ng cooperative nmay submt applications to the D vision
of Insurance. These applications should illustrate their plans
to contract with certain associations, develop wellness prograns
for association nenbers, and nmanage the operations of the
association. The Division will certify up to six of these group
purchasing cooperatives in the fall, based on the ability to
serve the diverse needs of enployers here in Mssachusetts.
Once a group purchasing cooperative has been certified by the
Division, it can require the state’s small group carriers to
respond with product that neets its own benefit design. The
rates charged are to be based on those charged outside the group
pur chasi ng cooperatives, but rates nmay be adjusted according to
the projected experience of the group purchasing cooperative.
Group purchasing cooperatives are limted by law to cover only

85,000 covered lives in aggregate, and are required to enroll at
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|l east 33% of its association nenbers in sponsored wellness

progr ans.

Chapter 288 requires health carriers to submt detailed
suppl enental financial reports that provide additional detail on
carrier adm nistrative expenses, based on the different types of
product in small group and large group markets in which the
products are offered. The D vision recently pronulgated a
regul ation that delineated the specific material that is to be
forwarded by carriers annually so that the Division can produce
an aggregate report. Information based on 2010 financial data is
to be submtted by Septenber 1st of this year. It is to be
submitted in all other years by April 1st. The Division wll
produce an aggregate report in 2011 by Cctober 15th. The
Division also pronulgated a regulation that requires third-party
adm nistrators to register with the Division and to submt the
sane information as carriers nust provide in their new annual
financial reports. Like <carriers, third-party admnistrators
must file their 2010 financial data by Septenber 1st.

Thereafter, it will be submtted annually by April 1st.

The conbined efforts of agencies throughout the Patrick and
Murray adm nistration have provided sone imrediate relief from

sky-rocketing health insurance costs for individuals and snall
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busi nesses. However, nore nust be done. As illustrated through
recent reports, health claim costs continue to rise at alarmng
rates, wthout a corresponding increase in quality or outcone.
The May 2011 Division of Health Care Finance and Policy report
details that nedical loss ratios, calculated across all insured
mar ket sectors, increased from 88% to 91% between 2007 and 2009,
reflecting the need to inpact the cost of care to inpact
prem uns. Under legislation recently filed by Governor Patrick,
the Division of Insurance would have increased authority to deny
insurance rates of <carriers which have negotiated excessive
rates of provider reinbursement. The Division would base its
review of the level of rate increase on the followng criteria:
the rate of increase in Mssachusetts gross domestic products;
the rate of iIncrease in total medical expenses; a provider’s
rate of reinbursenent with a carrier, especially in relation to
the carrier’s statewide relative average price; and whether the
carrier and a contracting provider are transitioning froma fee-
for-service contract to an alternate paynent contract. Thi s
| egislation would encourage the formation of integrated care
organi zations, comonly referred to as ACOs, or accountable care
organi zati ons. These would be certified by the D vision of
Health Care Finance and Policy. The proposed |egislation would
authorize the devel opnent of standards for ACOs and direct the

Division of Health Care Finance and Policy to regulate
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alternative paynent nethodol ogies, including global paynents,
that would be used in contracts between payers and ACOs and
ot her providers. Under the proposed |egislation, the Division
of Insurance would establish financial oversight regulations
that would apply to ACOs and providers who take on greater
| evel s of risk fromcarriers and other parties. The |egislation
also includes coordinating an advisory council to oversee

pl anni ng and i npl enent ati on.

This legislation, as discussed earlier, is currently before the
Joint Conmittee on Health Care Finance, and the subject of
public hearings throughout the Commonwealth. We | ook forward to
working with our partners in the legislature to pass neani ngful
cost containment legislation this session. This concludes ny
comments for today’s hearing. Deputy Commissioner Beagan and |

woul d be happy to entertain any questions. Thank you.

Seena Perunal Carrington

| can just ask a few questions from here, if you don’t mind,
Comm ssioner. How w Il purchasing cooperatives inpact the cost

of health care?
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Joseph Mur phy

The purchasing cooperatives, as we heard through the public
hearings and public sessions we’ve held over the past 18 nonths
-- we’ve heard from large employers that are able to offer these
types of wellness prograns to their enployees, not so nuch for
smal| enpl oyees. The wellness conponent, hopefully, wll drive
down utilization by encour agi ng a heal t hi er wor kf or ce

popul ati on.

Seena Perumal Carrington

Wien will less expensive tiered and Iimted network products be

avai l abl e?

Joseph Mur phy

Under the regulations, we recently promulgated those products.

W hope to have this fall. Kevin, if you have anyt hing.
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Kevi n Beagan

Many conpanies are actually going through their re-contracting
right now to devel op products that will be available through the
metropolitan areas. W know that conpanies have indicated to us
that they’re looking to have the 12% cheaper products avail abl e,
either in early fall or by as late as January 1st. Those
products are required to be offered to all eligible enployers

t hat have one to 50 enpl oyees, as well as to individuals.

Seena Perunal Carrington

How does federal health reforminpact Massachusetts?

Joseph Mur phy

As we’re all well aware, the federal reform is based loosely on
the Massachusetts nodel. Secretary Bigby, one of the mny
sessions in neetings she hosts is a regular neeting with the
cross section of admnistrative agencies within and throughout
government that inpact health reform Her team is coordinating

the various aspects that we need to change here in
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Massachusetts, things like the fair share of contributions, that
I know you’re well aware of. We’re well ahead of the rest of the
country. | can tell you, attending the National Association of
| nsurance Conm ssioners, Kevin Beagan is in hot demand for other
states looking to inplenment health reform We’re well ahead of
the rest of the nation. We’ve got some grant money that we’re

using to continue our rate review process as well.

Seena Perumal Carrington

In the Dvision®s analysis of medical loss ratio, it was
calculated using the traditional sense, and | know that’s been
recently revised. Could you just provide sonme specifics on what

t hat change was?

Kevi n Beagan

Traditionally, nedical loss ratio has usually been a cal cul ation
that | ooks at just paynents to providers, divided by prem uns
coll ected. There has been a great deal of analysis done on the
federal |evel, especially comng out of the ACA, to also factor

in additional adm nistrative costs associated wth clains
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paynent, and also wth quality inprovenent prograns. The
Division of Insurance did pronmulgate regulations that piggy-
backed off of the federal regulations. Qur goal is to make sure
that we’re able to present medical loss ratio information
consistently across all conpanies. | think that the nunbers
presented by the Division of Health Care Finance and Policy in
their reports are very simlar to what we will see when we get
our final reports. Qur reports are due to be sent to the
Division of Insurance in April 2012. 1 don’t think you’ll see
appreciably different nunbers. The reason it’s important that we
at the Division do include our reports wth the federally
calculated nedical loss ratio -- there is a requirenment that
conpanies that fall below the required medical |oss ratio nake
refunds to those snall enployers who are actually covered under
pl ans where they were actually in a plan below the nedical |o0ss
ratio. So it’s important, between April and July of next year,
that we very carefully go through all the nedical loss ratio
cal cul ations and determ ne how certain health carriers may have
to make refunds back to enployers based upon the standardized

federal MR standards.
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Seena Perumal Carrington

Thank you, Comm ssioner Mrphy and the Division of |nsurance

team We’ll actually take a short break for approximtely 10

m nutes or so. The Governor is scheduled to arrive --

END OF AUDI O FI LE

Seena Perumal Carri ngton

A man who’s vision, leadership, and strong belief 1In
generational responsibility has placed the Comonwealth on the
path to tackling health <care costs. The Governor of the

Commonweal t h, Deval Patri ck.

Deval Patrick

Good norning, everyone, or good afternoon. | hope | didn’t keep
you waiting too long. Thank you so nuch, Conm ssioner, to you,
to General O’Brien, to -- we have all kinds of Conm ssioners
here today -- to all the Conm ssioners, to all the menbers of
the panel. Thank you for convening this series of hearings and

for inviting ne to be with you. The cost of health care, as
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everyone here knows, is going up at an unsustainable rate, both
in Massachusetts and all around the country. Controlling those
costs is an wurgent challenge for small businesses, working
famlies, and governnments everywhere. Failing to do so wll
threaten our econom c recovery. Today, we have an opportunity to
di scuss sonme of the solutions to this challenge, so | would Iike
to focus ny testinony on sonme of the cost containnment strategies

that we have put on the table.

First, where are we today? As you all know, Mssachusetts | eads
the nation in health care coverage for our residents. Thanks to
our landmark health reformbill that passed in 2006, over 98% of
our residents have health insurance today, 99.8% of children.
No other state in America can touch that. 1°m very proud of it.
You ought to be as well. Mre private conpanies offer their
enpl oyees insurance now than before the bill was passed. People
no | onger have to fear having their insurance cancel ed when they
get sick and need it nost, or that a serious illness will |eave
t hem bankrupt. It’s affordable, having added only about 1% of
the state budget to state spending, and it stands as a value
statenent, that in Massachusetts, we believe health is a public
good and that everyone deserves access to it. That reform was
not an end in itself. In the first place, it was a marker we

put down about what kind of comunity we wanted to live in.
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That’s why a broad range of interests, including many of you
here today, cane together to get a good bill, and then stuck
together as we worked to inplenent and refine it, even in the

face of the worst econom c collapse in living nenory.

In the second place, cost containnent was largely put off to
anot her day. Now it’s time for that broad coalition to cone
together again. Health insurance prem uns continue to increase
at an unsustainable rate. The Division of Health Care Finance
and Policy’s recent reports, as well as the nmany witten
testinonies submtted in advance of this hearing from providers,
heal th plans, businesses, consuners, and policy experts from
around the Commonweal th make that abundantly clear. This is not
a challenge unique to Mssachusetts, and it has nothing to do
with our 2006 reform Premuns increased across the nation, on
average, 130% over the last decade. A state that has -- in
M ssissippi, a state that has no public commtnent to universal
care, their prem uns have seen an increase of 113% in the sane
period. The point is that across the nation, just |ike across
the Commonwealth, working famlies, small busi nesses, and
governnents alike are being squeezed every year by ever-higher

prem uns.
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In the first phase of reform we were about reaching the 400, 000
or nore uninsured. This phase has to be about relief for all 6.5
mllion Mssachusetts residents. | neet many snall business
owners all across the state who see their comercial activity
pi cking up these days and are ready to start hiring again, until
they get handed their annual health insurance prem um hike.
I’ve yet to meet a business owner iIn the state, especially a
small business owner, who doesn’t see health care costs as a
significant inpedinent to adding jobs. Wth small businesses
making up 85% of the businesses in this state, there is an
unyi el ding economc truth we have to face. If we don’t start
hiring, we don’t get a recovery. They cannot start hiring unless

they get a break on their health prem uns.

The chal | enge before us is big, but we can’t be defeated by the
conplexity of it. W have solved problens |ike this before, and
with the help of the people in this roomand the other wtnesses
appearing over the course of these hearings, we will get there.
The good news 1is that there’s an emerging consensus about
sol utions. By nost accounts, higher quality care, neaning better
I nt egrated, whole person care, equates to |ower cost. Instead of
the fragnented fee-for-service system we have today, we ought to
pay for what works. Paying for that kind of care will encourage

different kinds of behaviors in the delivery of care, with the
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added benefit of restraining cost increases. The |egislation
that we have proposed gives us sone new tools to get there.
Secretary Bigby and Secretary Gonzalez, | understand, have
already outlined nuch of what we are proposing. I want to

enphasi ze just a few points.

One of our strategies is to build on innovations |ike early
stage accountable care organizations that are being tested in
the market right now, and to bring these up to scale. Bl ue
Cross Blue Shield, Tufts, Harvard Pilgrim and other health
plans, in partnership with providers |ike Munt Auburn Hospital
and its physicians, physicians in Lowell and Handen County, and
Mass General, are testing new paynment nodels and creating nore
integrated care settings right now. Qur remarkabl e network of
community health centers has long been a nodel for preventive
and primary care in |ower-cost settings. There are lessons to
inmport from simlarly innovative delivery nodels at work
el sewhere in the country. These are all good first steps, but we
need to scale themup in a responsible, conprehensive way to see
the savings we need. As we do that, our legislation calls for
the formation of a common set of expectations and standards to
hol d these organizations accountable for achieving better care
at lower cost. W intend to prescribe the framework that wll

get us there. Under our plan, integrated care organizations and
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I nsurers that pay for healthy outcones, not just the volune of
service, wll predomnate in our Comonwealth by June 2015.
Once we get there, we will nake sure that the savings are passed
onto consuners and patients in the formof |[ower premuns. ACGCs
will be a part of this solution, but they are not the only part

of the sol ution.

In the interest of urgency and accountability, we have proposed
a variety of other neasures, sone new and sone renewed, that
also go after the cost conundrum from a variety of angles. One
of those is direct governnment intervention. Wen the insurance
Comm ssi oner began di sapproving proposed prem um increases | ast
spring, many objected. But after years of asking and even
cajoling, it was the only option we had, and the fact is, it
wor ked. That disapproval |owered rates and saved small groups
and individuals nore than $100 million. It also junpstarted the
novenent we now see in the industry towards integrated care.
The Division of Insurance Review remains a valuable and a

necessary tool to protect small businesses and individuals. The

| anguage in our bill mkes the authority of the Conm ssioner
nore explicit to <consider all of the relevant criteria,
i ncl udi ng whet her contracts have excessi ve provi der

rei mbursenent rates, in deciding whether to di sapprove excessive

prem um increases. W nust make certain that as we change the
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way we pay for and deliver care, we don’t lock In the inequities

i n rei mbursenent that exist today.

The goal is not to punish any part of the industry or to return
to the days of price regulation. | believe that everyone in the
Massachusetts health care industry is sincere in their efforts
and desire to deliver |ower-cost and better health care. The
goal of this proposal is to keep the pressure on all of us,
including the state, to nobve as fast as we can to bring to
consuners the cost savings we need to keep our econony grow ng.
We have a nonent here to share responsibility to bring prem uns

down, and we need to seize it.

There are parts of the bill that have not gotten as much
attention: health resource planning, ensuring that the resources
and services are matched to comunity needs. W can do a nuch
better job at anticipating the health care needs and the health
care workforce of tonorrow, and as a result, provide care in a
nore efficient, cost-effective way. There’s work we’ve already
done, allowing snall busi nesses to buy insurance through
cooperatives and piloting limted and tiered provider network
pl ans through our state health insurers. W project savings in
excess of $20 million this year alone through the state G C by

encouragi ng nore enployees to seek care in |less costly but high
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quality networks. There’s a real difference -- that’s a real
difference on the state level, one that we hope cities and towns
will soon be able to enjoy after municipal health reform

| egi slation is passed.

Taken as a whole, these neasures nmake up the next phase for
health care reform in Massachusetts. The details may be
complicated, but as | said, we cannot be defeated by that
conplexity. Hi gher quality, well-integrated, whole person care
neans |ower cost. From now on, we propose to pay for that,
rather than the fragnented system that we have today. That’s
where we’re going, and we need to get there quickly, and these

heari ngs hel p.

Lastly, | want to |eave no doubt about one thing, and | make
this point whenever I°m with folks i1n the iIndustry, because |1
have said before, you parse every word | say the way the G eeks
used to read the entrails to forecast where we’re going. Let ne
be absolutely clear: we are noving. W are noving. Change is
comng. It wll happen. W are not going to let inertia or
conplexity, or either the power of or high regard for the
medical industry, to stand in the way of relief for working
famlies and businesses. W need the legislature to get ne final

| egislation for signature this fall, Dbecause the cost trends
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that we are discussing today are about nore than nunbers and
datasets. They are about people and their npbst urgent needs.
Qur communities and our neighbors need us to do more, and iIt’s
up to all of us to deliver. W led the nation to the nost
successtul model for universal coverage ever. |If anyone’s going
to crack the code on cost containment, it will be we here in the
Commonweal th of Massachusetts. Wth your help, your |[earned
study, and your constant urging, we will get this done, and get

it done right. Thank you very nuch for having ne.

Seena Perunal Carrington

Thank you, Governor. As | nentioned at the beginning, there are
no easy answers to the challenge of rising health care costs,
but your commtnent to providing relief to WMssachusetts
residents and businesses is inspiring, so thank you again for
joining us today. You’ve reminded us -- he rem nded all of us
of the urgency of these proceedings, and basically the call to
action that we nust all heed in order to identify strategies to
contain health care costs now, not tonorrow. Before we go to the
next segnent of our agenda, | just want to give you sort of what
the next steps will be. Basically, we’re now going to have | unch

for about 45 minutes or so. We’ll reconvene at 1:15 PM. There is
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a café and cafeteria located on the first floor. At 1:15, the
Attorney General’s office will provide their analysis on health
care cost trends and drivers. There is also a public testinony
period at 2:15, and for those who are interested in providing
comments, there’s a signup sheet at the front desk, at the
registration table. Hopefully, as | said, if we can keep the
schedule for the remainder of the afternoon, we should be done

before 5 PM Thank you.

END OF AUDI O FI LE
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